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Financially, 2008 was not a good year for our shareholders.
Revenue was down 4 percent from the prior year, and
earnings per share were only $0.41 versus $0.80 in 2005.
While cash flow and our balance sheet remain strong, these
are disappointing results. Indeed, thellast several years have
been disappointing financially. Clearly, we needed to do
something different. 2006 is the year we did.

We had fallen into the trap of product proliferation. In 2006,
we narrowed the product line by eliminating five products so
we could focus on those products with the most revenue and
profit potential. We slashed dtrect marketing costs and
aggressively moved to subscrgptlon licensing and bundling,
launching Enterprise versions of Accelerated Reader and
Accelerated Math. Both have been well received by our
customers, as have the new Renalssance Dashboard reports
(see page 3).

X JUDITH A, PAUL
Co-Founder and
Chairman of the Board

We greatly expanded and stre'ngthen‘ed the sales team and
re-established service and professional development as a
company pricrity. Schools that buy professional development
show higher student achievement levels and, in addition, buy

more of our products. ) TERRANCE D. PAUL
: g Co-Founder and1 [
We closed our Canadian and Australian sales offices, Chief llixecutive Officer

consolidated the UK Renaissance and AlphaSmart offices at ) - ‘
a new London location, and significantly expanded our t '
presence in the UK market.

Marketing and sales of the AlphaSmart laptop line had been . ’ , . ]
seriously neglected, causing sales of laptops to be down , '

nearly 29% in the first three quarters of 2006. We now have - | . ! ’ 5
in place a rebuilt and expanded sales team and are investing .- Eg‘ GOTENTS j W
in laptop marketing again. Laptop declines have slowed in the - — .
fourth quarter, down 18% year over year. %L | | o e
We also changed the organizational structure of the company, ;l Letter from the Foun?ers_' o : ;;‘._:12..; e
streamlining reporting, expanding the information systems r Form 10- K' ; s er; Ei
staff, and establishing a new product management function. f AR ; """ o o

i +
Our shareholders deserve much better financial performance gg Financial OVF-"V'QW- e 3 | .‘,l::
than we have delivered in recent years. We are confident the i | : cats | 3
improvements made in 2006—the most significant changes in Milestones.. ........ S 3 1
company history—have laid the foundation for better financial E o o @%b
results in 2007 and beyond. . ' '. Directors and Corpo,rate ' - i
\ : Management ..... f e Back Cover . ;I:l"i
Terrance D. Paul " Judith A. Paul B &"%&*’5}‘ wm,s 25 e aﬁiﬁr‘i’gv
Co-Founder and Co-Founder and .
Chief Executive Officer Chairman of the Board n | : -
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Item 1. Business

Overview

Renalssanee Leammg, Inc.isa. leadmg prov1der of technology for personallzmg reading, math and writing
practice for pre-kmderganen through senior high (“pre-K-12").schools and districts. Our products accelerate
learning and improve test scores by facilitating increased student practice of essential skills, increasing the quality,
quantity, and timeliness of performance data available to educators, helping educators motlvate students and
providing student access to low cost computing solutions.

Our products are primarily focused on three key pre-K-12 curriculum areas: reading, mathematics and writing.
Accelerated Reader*, 'STAR Reading, STAR Early Literacy and Read Now Power Up! comprise our reading
products. Our math products include Accelerated Math, STAR Math and Math Facts in a Flash. The AlphaSmart
laptops and related software are our primary writing and keyboarding products. We also address language
acquisition for English language learners with our English in a Flash software. In addition, we sell our 2Know!
response system, which encourages classroom participation and provides instantaneous feedback to instructors in
any educational setting. We sell a patented optical-mark card scanner, which is primarily used with Accelerated
Math to automate scoring and recordkeeping tasks. Lastly, our other product.offerings include supplemental
resources for educators and classroom use such as handbooks, workbooks, learning cards and motivational items.

+  Qur flagship product, Accelerared Reader, is software that provides information for motivating and monitoring
increased literature-based reading practice and support for instruction.. We believe that Accelerated Reader and our
other products have achieved their significant market positions as a result of demonstrated effectiveness in assisting
educators accelerate learning and improve test scores by — facilitating increased student practice of essential skills,
increasing the quality, quantity, and timeliness of performance data available to educators! helping educators
motivate students and -providing student access to low cost computing solutions. Our products help educators
manage student practice of curriculumn, provide targeted instruction, keep students engaged and measure student
progress in order to accelerate student learning., _ , ‘ :

. Our educational software products are avallable on two separate platforms, the tradltlonal desktop versions
that run on local area networks of individual schools and otir web-based Renaissance Place software platform. The
Renaissance Place platform meets the needs of district-wide ‘installations such as scalability, remote access
centralized database and server for muiltiple campus use, sophisticated statistical analysis, ease of admlmstratlon
and district support, and integration with student data from other district systems. Renaissance Place products are
sold primarily -on a subscription basis for terms of one year. Our popular Accelerated Reader Enterprise and
Accelerated Math Enterprise packages are turn-key solutions consisting of the Renaissance Place platform with
enhanced features, unlimited access to reading quizzes and math content, remote software hosting, professional
development and technical consulting services.

wr Our desktop products are relatlvely simple to set up and mamtam for an mdmdual school are designed to
require only modest technology resources and are competitively priced, often at or below the discretionary spendmg
level of most school principals. Our tradmonal desktop products are typlcally sold as school-wide perpetual
software licenses with optlonal annual support plans. '

® "JQR, AccelScan, Accelerated Math, Accelerated Reader, Accelerated Vocabulary, AlphaSmart, Dana, English'in a
Flash, MathFacts in a Flash, Neo, Read Now, Renaissance, Renaissance Learning, Renaissance Place, STAR
, Early Literacy, STAR Reading, STAR Math and 2Know! are trademarks of Renaissance Learning, Inc.
regtsrered‘” common law or pending registration in the United States and other countries. Other trademarks
are the property of their respective owners.

Power Up! and Steck-Vaughn are trademarks of Harcourt Achieve, Inc., registered in the United States of
America and/or other jurisdictions.
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i... We offer d full line of professional service and support solutions that integrate with! complement, and enhance
the effectiveness of, our products. Sold separately or bundled with our.products to provide a complete solution, our
service offerings include training workshops and seminars, report and- data analysis, program evaluation, guided
implementation, distance training, software support software installation, database conversion and 1ntegratton
servrces' "and’application hosttng A i T T A T
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- Renatssance Learnrng, Inc. was founded m 1986 and is mcorporated under the laws of the State of Wtsconsm
Our common stock trades on The NASDAQ Gl’obal Select Market@’ under thc symbol “RLRN » Our pnnc1pal
executrve ofﬂces -are located at 2911 JPeach, Street P.O. Box 8036 Wtsconsm Rapids, WlSCOl‘lSln 54495- 8036
(telephone (7135); 424 3636) You may obtam free of charge, copies of IhlS Annual Report on Form 10-K as well as
our Quarterly Reports on Form 10-Q and our Current Reports on Form 8K (and amendments to those reports) ﬁled
with, or furnished to, the Securities Exchange Commission (the “SEC™) as soon as reasonably practicable after we
have filed, or furnished, such reports by accessing.our website at http://www.renlearn.com, clicking on “About Us”

i

and scrolling down tothe #SEC Filings™ link: You may read and copy any materials filed by us with-the SEC:at the

SEC’s Public Reference Room located at 100 F Street, NE, Washington, DC 20549. You may obtain information on
the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Information.contained Gn-our
website is not part of this Annual Report on Form 10-K. U T BV SR D S TP S Y
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Coe Software,,LaptopJComputmg Sblutmns and Other Educatlonal Products ; :-; . ot . 4,

! Accelérated Reader is software for’ mottvatmg and monttonng "increased literature- based readlng practtce and

for provrdmg educators with student progress infofmation to suppon and target instruction. A studént selects a book
at an appropriate reading level from a list of books for which the school has an Acceléerated Reader qutz reads | the
book, and then takes a muitiple-choice quiz‘on @ computer For each book read, Accelerated Reader ftracks the
amount of reading practtce achieved by calculatrng pomts based on the length and difficulty of the book and the
studént’s performanee on the qurz ’The mformatton generated frorn this process—-trtles read, percent of com-
prehens1on and amount of readtng completed - creates a database of student readlng achreyement from Wthh
reports are generated that help educators momtor the amount and qualtty of readmg practlce for ‘each mdmdual
Student ‘and thereby effectlvely target their’ instruction of comprehensron vocabulary and fluency We currently
have computerized book quizzes for Accelerated Réader on"o over 110,000 titles. Accelerated Rédder’ supports
recorded-voice, versions, of quizzes, on, literature, books fortemergent readers, quizzes, for, assessmg reading
1nstructton assrgnments from readmg textbooks Ltteracy Sktlls qutzzes whlch allow educators o assess students

........

[ r.‘ e Vo, .‘ LN 7’ b, 1, .';-‘ T L . . H . . lla'-r' LLTrJ
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STAR Readmg Is an easy {0 use, computer- adaptive formattve readtng assessment system that determtnes a
student 'S readmg level stattsttcally correlated to nauonal nomns, in ten mmutes or less. STAR Readmg adapts 1tself
dunng testtng by utllrzmg propnetary branchmg loglc that evaluates the pattern of the student S answers to
detenntne the level of dtfﬁculty requlred for subsequent questions. Tests can be adnnmstered several ttmes a year'
and the results provrde éducators w:th a database of stausucally accurate readmg level mfonnatton on thetr students

grades 1 12 from whrch they can generate useful dlagnostlc reports and ad_]ust 1nstructtonal strateg1es accordmgly '

LI |

STAR EarIy Literacy software provides educators with a fast, accurate and easy. solutton to-assess the. phonemlc

awareness, phonic and other readiness and literacy skills of students in grades pre-K-3. The software helps -
educators’ identify gach student’s-specific ‘strengths and td'diagnose specific ‘weaknesses in skills-¢covéred by all

early literacy curticula and standards: STAR Early Ltreracy ‘allows ‘for the assessment process to be: qiiickly- and
easily repedted several times throughout a school year at’ a‘lower cost and ona trmelter basts than onvéntional
assessments. A e - - i

e ' R T 1o TR [ T . R AT

Read Now Power Up! is a comprehensrve readmg intervention cumculum solution that combines.the
instructional materials of Steck-Vaughn with the technology of Renaissance Learning to help educators assist

students identified as struggling. readers. Read Now Power Up! employs ‘a comprehensive instruction:inodel,

_multimedia instructional materials, a software e-learning package hosted on'a dedicated interactive website:and

professional .development services to support educators with-implementation. These components work together to
help educators direct students to material appropriate to their reading ability, provide the extensive practice crucial

3




to improving reading skills, and develop the range of skills necessary ‘to read successfully, from phonemic
awareness through fluency and comprehension. Read Now Power Up’ is sold as a subscription package consnstmg
of a one-time purchase price and an annual subscription fee. S
. ' * PR : .

Accelerated Math software helps educators personalize math instruction and manage the extensive curriculum
practice students need to develop math skills, master state standards and to ensure math success for students of all
abilities - average, glfted and remedial — from grade one through ¢alculus. Accelerated Math software generates
personalized assignments targeted to each individual student’s level and scores them automatically using our
AccelScan optical mark reader. Accelerated Marh offers state standards:aligned libraries, téxtbook-aligned libraries
for popular math textbooks and extended response libraries that mtegrate the apphcatlon of multiple math
objectwes et

o LI

* AccelScan, primarily used w1th Accelerated Math, is our innovative, patented optical mark card reader. The
- reader has intelligent mark recognition capability, which results in more a¢curate recognition of student marks by
distinguishing many degrees of darkness from a variety of marking instruments and ignoring lighter erasures.
AccelScan automates scoring of assignments and updating of student records, providing educators wtth immediate
information on student progress without manual scoring. ot :

STAR Math is a computer-adaptive formative math assessment test and database that provides the same
benefits as STAR Reading STAR Math repoits provide objective information to help educators instantly place their
students, monitor progress, and match instruction to individual student levels. Quick, accurate, and easy to
adm1mster,l STAR Math provides math scores, for first grade through h:gh school in approx1mately 15 minutes,
provides comparisons to national norms, forecasts results on major hlgh-stakes tests,; and can be admlmstered

several times, throughout the school year to track math development., .

MathFacts in a Flash software helps educators motwate students to master computational fluency. It gtves
students at all skill levels 'valuable practice on their addmon subtractlon multiplication, and division facts as well
as'on meéntal math skills such as’ squares and fractlonldemmal conversion. Timed tests administered by the system
accurately me'tsure students’ practtce and mastery, whtle detailed reports give educators timely, rellable feedback

on the progress of mdmdual students or enttre classroorns .
' ' Al |

- English in'a Flash software utilizes a research based approach (o heélping educators accelerate the language
acqmsmon of English Language Learners (ELLs) and English as a Second Language (ESL) students. This approach
is based on a systematic method of learning language without reliance upon translation, grammatical instruction, or
multimedia distractions, which is significantly faster than traditional methods of language acqulsmon '

AlphaSmart Laptops are rugged portable _easy-to-use, low total- cost—of—ownershtp computmg devices that
can operate independently or complement existing computers. Models offered include the Neo and Dana.
AlphaSmart laptops are particularly well suited to facilitating writing practice in a classroom setting. In addition,
AlphaSmart laptops run a variety of cumculum—specrﬁc software focused on skills improvement and ‘real-time
formative assessment in writing, language atts mathematics, science, keyboardmg, social studles technology
literacy and special needs. Lastly, the devices also perform word-processing, function as a calculator, are
expandable and feature advanced wireless capab111t1es increasing student access to affordable portable computing.

J 2Knaw’ response system is an mteractlve system that allows educators to easﬂy encourage student classroom
participation.and obtain instantanecus feedback that can be.used to, .qulckly assess student comprehension and
performance. The system employs state-of-the-art radio frequency technology allowing wireless communication
between students’ handheld devices and Renaissance Learning software. Educators can use the system for quizzes,
tests, surveys and exercises while encouragmg lncreased classroom part1c1panon and saving time though automatic
real-time scoring. ! ;o

‘ u.
Y

Educatar Resource Products. We also produce videotapes, handbooks, lesson books, math learning cards,
workbooks and motivational items for use by educators in conjunction with our software and training programs,
Further, we.conduct research on best practices, perform field validation of techniques; publish internally generated
as well as third-party research and gather information to guide the development of new and improved products.

4
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S DU . -+ +.  Professional Services -

- . A ’y 1. B0 i ] ] . . . [T I v . ) .
: . « We offer a full line of professional services to our customers..Qur services include.support plans for our
software solutions, technical services and multiple professional development options.

v Support Plans. We offer extended service and support plans that provide-users of our products access to
telephone support. Support plans are packaged with software kits and also sold separately and typically cover:a

Techmcal Servtces We provnde our customers with a varlety of services to help wtth the implementation and
support of their Rengissance programs. These. include system setup, software installation, troubleshooting,
technical training,. data conversion, interface programming and custom report writing. In addition, we offer
web hosting for Renaissance Place applications as well as educational technology assessment servrce to assist
schools and districts w1th assessmg their specific system 'needs. .- : 2 : vy

b o u ; .

~y Training and meesszonal Developmem Services. Our professronal deve]opment sessmns mstruct educators
in proven best practices to enhance their curriculum and instruction, and to most effectively use our products and the
information they generate, Qur content has been orgamzed into beginning, advanced and special topics that can be
delivered over time allowing educators to integrate best practices into the classroom and assimilate information as
they need it. We offer several delivery options to meet specific customer needs and constraints including: (i) online
self-study, (ii) online webinars conducted by a Renaissance implementation specialist using the web and a’
telephone, (iii) full-day professional development seminars, (iv) consulting provided on an onsite or remote basis,
(v) guided rmplementanon in which the educator is paired with one of our specialists for implementation support
over an entire school year and (vi) large venues like our regtonal symposiums and natronal conference.

" Qur tralnmg and professronal ’development services can be accessed through Renaissance Online Unwers:ty
whrch is‘the gateway to all' of our: professronal development services.” Customers can access ‘online’ self-study

_ contént or'webinars as well as reglster for regional symposiums. The site also tracks €ach person’s courses, online

certificates, continuing education (CEU) credits and maintains a transcript of completed professional development.
' SR oAt Lok e LN
Prc:duct Development

‘We believe that continued substantial investment in product development is required to remain competitive and
grow in the educational marketplace. We invest contmuously in the development of new products and services,
enhancement of existing products and services, development of new content for exrstlng products, development of
tools to increase the efficiency of product development and scientific research which generates concepts for new
products and servrces validates the éfficacy of our exrstmg products and services and provides useful feedback for
1mprovement of new and existing products and servrces For the years ended December 31, 2006, 2003, and 2004,
our development expenditures were $17. 3 mllhon $17.0 mlllton and $14 5 million, respecnvely (excludmg
capitalized amounts of $689,000, $279 000 and $563 000, respecttvely)

A Doy

‘We conduct research on our products and servrces in order to accumulate mformanon against \ which to develop
new and refine ex1st1ng, products and serv1ces We conduct rlgorous scientific research on the effectiveness of our
products and serv1ces in acceleratmg leammg as well as patterns of usage of our products in actual classroom
settmgs Data acqurred and understandmg galned from thlS _process is used as an mtegral part of our product

development process. . ,
h .

Selling and Marketing

-+ We'market our educational products and services to teachers, school librarians, principals, entire schools; and
school: district personnel, as well as internationally through our UK sales office and distributors. We experience
seasonal variations in our sales due to the budget and school-year cycles of our customers. Additionaily, our service '

‘revénues tend to be more seasonal than product revenues due to customer preferences as to when services are.

delivered and due to'the timing of dur larger conferences. ™ s n* + * '
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Our sales and marketing strategy consists of direct marketing to potential and existing customers and
relationship selling through our telesales representatives and our geographically dispersed field sales represen-
tatives. We use a variety of lead-generating techniques,; mcludmg trade shows," advertisements m educatlonal
publications, direct mail, websites and referrals. - : .

We have resale arrangements with various book dealers and book publishers that sell our software products to
their customers. These firms are particularly receptive to such alliances because the use of our products in schools
encourages increased purchases of the books and other products that they sell. Some of our hardware products are
also distributed by various third- party resellers. We do not offer pnce protecnon or stock balancing rights to our
resellers .

‘ : l ' . - . ' “ ' —

; Part of our dlSll‘IbUthll strategy isto. develop Cross- marketmg arrangements w1th Ihll‘d -party firms which sell
non-competing products into the education market. We have formed strategic alliances with book distributors,
publishers, and other organizations in the pre-K-12 market to develop addittonal new product opportunities and to
enhance the channels available to sell and distribute our products. These alliances take several forms. For example,
we offer Accelerated Reader quizies and Accelerated Math software libraries aligned to popular textbook series
and other curriculum materials. Our Read Now Power Up! product is the résult of a Eombined development’ effort
and cross-marketing arrangément with a major textbook publisher. We also have other arrangements in' which’ we
have al1gned our products to work with and/or complement other educanonal‘materlals o

o e . .o .. . . e Y

L . [ : . ' ’ ' Loo- . . K ‘
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' A growing number of customers purchase our software on a hosted basis'and therefore access’ our products
directly from our server through the internet. Our software products are also distributed-6n CD-ROM. Bulk CD:
ROMs are produced by third-party contractors. We produce order-specific and sialler batches of CD-ROMs at our
distribution facility. Accelerated Reader quizzes and Accelerated Math hbranes can be purchased and downloaded
from our website. Addltlonally. our users can download selected pa:ches and software, updates from our websrte

" Our AlphaSmart laptop -computing devices, the: 2Know! response system dnd-our AccelScan scanners are
produced to our specifications by third-party contract manufacturers. Other related products, including videotapes,
books, graphics, and motivational items, are produced by third-party vendors.

Sa,
Ll ) .
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The educanonal technology and professronal development markets in Wthh we operate are very competitive
and fragmented. We compete with many other compames offermg educational software products computmg
devices, interactive response systems, and professronal development and technology consultmg services to schools
Education continues to emerge as a major ‘global industry and potentml competltors mcludmg Iarge hardwa.re
manufacturers software developers educanonal pubhshers and consulting ﬁrms may enter or increase their focus
on the schools market, resultmg in greater competmon forus. In addltlon we Compete against other more lradltlonal

methods of education, training and testing, including pencd and paper testmg

Lot
As we enter into new markets exnstmg competttors could increase the barners to entenng these markers by

driving prlces lower or mal(tng rnodlficatmns to enhance thelr products. Success in selling our establlshed proqucts
and services may cause competitors to focus' on us in thetr marketlng efforts thereby mcreasmg direct competltlon
There can be no assurance that we will continue to Bé able to miarket our products and serv1ces successfully or
compete effectively in the educational marketplace. i

:Intellectual Property

We regard certain of our technologies as proprietary and rely primarily on a-combination of patent, copyright,
trademark, and trade secret laws as well as,employee non-disclosure-agreements to establish and, protect;our
inteltectual property rights. We :also employ serialization techniques to prevent.unauthorized installation of our
software products and related content. There can be no assurance that the steps taken by.us to protect our rights will

adequately prevent and deter misappropriation, In addition, while we do not believe that our products, trademarks or.
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other proprietary rights infringe ipon'the proprietary rights of third parties, there can be no assurance that a third party _
will not make a contrary assertion. The cost of responding to such assertions can be material, regardless of whether an
assertioti is validated. The software publishing industry has- traditionally experienced- widespread unauthorized

teproduction of prodiicts in violation of intelléctial propérty rights. Such-activity is difficult to’detect-and legal

proceedmgs to enforce intellectual property rights'are often burdensome and'involve a high degree of uncertainty and
costs.i There can be no ‘assurarice that our software products will not experience unathorized reproduction, Wthh
would have a material adverse effect on our business, financial condttton and results of operattous ’ L
EARRT SA) [ St ! . e - 4 PRI :
R T TP S S L PR [ 5"}‘?"':"' e .
B Y - .. .Employees . L Vo - ‘i

4

1 As of February 1, 2007, we had 1,059 full-time and party time employees. We believe, our relations with
employees,,are good None of our employees 1s represented by a union or subJect to collecttve bargatmng
agreements, . .

o cee e Gt ) ‘ oY s o
L L T ST S L - . -t ' Nt
W we e Tet hBaeklog . S e
[ R e L T A T T L N O 2 . ol i A
As,of -December 31, 2006 and- 2005, we' had, backlogs that aggregated approximately $26. 2 million and
$20.4million,- -respectively. These backlogs -are primarily composed of the deferred revenue related to software
subscriptions, software support agreements, technology consulting and professtonal development. Substant1ally all
of the 2006 backlog is expected-to, be realized during-2007. |, - - . T "t

P TV TR S L vy N P AT R ety e 0
. 1 * T
Forward-Looking Statements

In accordance wnth the Private Securtttes Ltttgatton ReformsAct of 1995 we can obtarn a “safe- harbor for
forward lookmg statements by 1denttfymg those statements and by accompanymg those statements with' cauttonary
statements whtch 1denttfy factors that could cause actual results to dtffer matertally from those in the forward-

_.(1) mformanon 1ncluded or 1ncorporated by reference in this Annual Report on Fotm lO-K 1nclud1ng, w1thout

ltmttatton statements made under “Item 1- Busmess and “Item 7- Management s Dtst:ussron and Analysts of
Fmanctal Condttton "and’ Results of Operattons mcludmg, w1thout ltmttatton statements w1th respect "to growth
plans prOJected salés, revenues, earntngs and costs and product development schedules and plans (2) :nformatton
incliided or 1ncorporated by feferefice in ouf future ﬁlmgs with the SEC 1ncludtng, w1thout ltmttatton Statements
w1th respect to growth plans, prolected sa]es revenues earhmgs and cosls and product development schedules and
plans and (3) information contained in wrttten matenal releases and oral statements 1ssued by us, or on our behalf
including, without limitation, statements with respect to growth plans pro_|ected sales revenues, earntngs and costs,
and product development schedules and plans. Our actual results may differ matenally from those contained-in the
forward -looking statements identified above. Factors Wthh may cause such a difference, to occur mclude but are

not limited to, the factors hsted in “Item 1A- Rtsk Factors et . FEN
10 S P T T o TS AR R RTINS RIOEEEE
Item‘ IA Risk Factors R AT I 7 TN S 4 BT Lo o . PR L

o 'Reltance on Smgle Pmduct Lme Our Accelerared Reader software and supplemental Accelerated Reader
qmzzes accounted for approxrmately 37%, 37% afid 40% of our net sales in 2006, 2005, and 2004, respecttvely An

_overall decltne in sales of Accelerared Reader and supplemental quizzes would have a matertal adverse effect on our
' busmess ' findncial ‘Condition, ‘aiid results of operations,

-1
L B S '

Geographic Concentration of Sales. A substanttal portion of our sales is concentrated in several states,

- including California, Texas, Flofida, Georgid and Illtnms which accountéd for approximately 13%, 13%,'5%, 4%

and 4%, respecttvely, of our net sales in 2006. If large numbers of schools or a district o districts controllmg a large
nimber of schodls in'such states were to discontinue purchasing our products-and services; “our business, financial
condition, and results of operations would be maierially’ adversely dffected. B AT T

. - Dependence on Educational-Institutions aitd Government Funding. Substantially all of our revenue is derived
from'sales to educational institutions, individual educators, and their other suppliers-There can be no assurance that
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educational institutions and/or. individual educators will continue to- invest in technology-based products and
professional development for reading and other curricula or continue to respond favorably to our marketing. Qur
inability to increase the number of products sold or number of schools served would adversely affect our business,
financial condition, and results of operations. Because of our dependence on educational institutions, the funding of
which is largely dependent on government support, a substantial decrease in government budgets or funding for
educational software or technology would have a material adverse effect on our business, financial condition, and
results of operations. Any economic slow downs, which negatively affect school funding, adversely impact the sale
of our products and services to schools. In addition, certain aspects of government sponsored education initiatives
may not endorse, or be complementary to, the principles and methodologies underlying and associated with our
products and services, which could adversely affect our business, financial condition, and results of operations.

Dependence on Continued Product Development. The educational technology and services markets in which
we compete are characterized by evolving industry standards, frequent product introductions and sudden ‘tech-
nological change. Our future success depends, to a significant extent, on a number of factors, including our ability to
enhance our existing products, develop and successfully introduce new products in a timely fashion, and respond
quickly and cost effectively to technological change, including: shifts in operating systems, hardware platforms,
programming languages, alternative delivery systems, the internet and other uncertainties. There can be no
assurance that new products will be‘as well received as our established products, particularly since they may require
technology and/or resources not generally’available in all schools: We attempt to maintain high standards for the
demonstrated academic effectiveness of our products, Our adherence to these standards could delay or inhibit the
introduction of new products. Moreover, there can be no assurance that our products will not be rendered dbsolete or
that we will have sufficient resources to make the necessary investments or be able to develop and market the
products required to maintain our competitiv'e position. |

L4
H

Acquisitions. In order to strengthen our business, we continually evaluate strategic opportunities, including
acquisitions. Acquisitions mvolve a number of difficulties and risks, 1nclud1ng, among others: the fallure to
integrate personnel, technology, research ‘and development marketlng and sales operatrons of the acqulred
company; the diversion of management time and resources and the resulnng dlsrupnon to our ongoing busmess,
the potential Joss of the acqutred company, ’s customers, as well'as our own,; and unanticipated costs and llabnlmes If
we fail to integrate an acqurred company or business successfully, our busmess financial condition, and results of
operatlons could be adversely affected, including the potential need to record a non-cash charge for: the tmpalrment
of goodw111 and other mtanglbles Any, mtegratron process will requrre srgmﬁcant time and resources, and we may
not be ‘able to’ manage the, process successfully If customers of the acqutred company, or our customers,  aré
uncertain about our ability to operate ona combmed basis with the acquired company, they could delay or cancel
orders for products and services. Moreover we may not successfully eva]uate or utilize the acquired technology or
accurately forecast the ﬁnancml 1mpact of an acqunsmon transacnon

e

Re[tance on statistical studies to demonstrate eﬁecnveness of our products and services. We rely on statistical
studies to demonstrate that our products and related services improve student achievement. We believe that these
studies accurately reflect the performance of our products. These studies, however involve the following 'risks:
(i) the sample sizes used in our studies may yield results that are not representative of the general population of

. students who use our products; (ii) the methods used to gather the information upon which these studies afe baséd
depend on cooperation from students and other participants, and inaccurate or mcomplete responses could distort
results; (iii) schools studymg the effectlveness of our products may apply dlfferent methodologies and data
collection techniques, making results dtfﬁcult to aggregate and compare; (iv) we facnlltate the collection and
analysrs of data for some of these studies; and (v) we hire researchers to aggregate and present the results of some of
these studies and, in some cases, to conduct the studies.

There is growmg demand from the No Child Left Behmd Act and other sources for research and studies to
demonstrate the effectiveness of educational programs and products Our selling and marketing efforts, as well as
our reputation, could be adversely 1mpacted if the public, including our existing and potential customers is not
convinced that the product effectiveness is proven by the studies.

N i L Ve

Limited Protection of Intellectual Property.and Proprietary Rights. We regard certain of our technologies as
proprietary and rely primarily on a combination of patent, copyright, trademark and trade secret laws and employee
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non-disclosure agreements.to establish and protect our intellectual property rights. We also employ serialization
techniques to prevent unauthorized installation of our software products and related content. There_can be no
assurance that the steps taken by us to protect our rights will be adequate to prevent or.deter misappropriation. In
addition; while-we do not believe that our products, trademarks or other .proprictary rights infringe upon the
proprietary rights of third parties; there can be no assurance that a third party will' not make a contrary assertion. The
cost of responding to such assertions can be material, regardless of whether an assertion is:validated. The: software
publishing industry has traditionally experienced widespread unauthorized reproduction of products in violation of
mtellectual property nghts Such activity is difficult to detect and legal proceedmgs to enforce intellectual property
nghts are often burdensome and involve a high degree of uncertamty and costs There can be no assurance that our
software- products will not experience unauthorized reproduction, whrch would have a matena] adverse effect on
our business, financial condition, and results of operattons . .

Selling and Marketing Strategy and Product Acceprance Our busmess strategy includes the 1ntroductlon of
new products and services directed at new markets-as well as the'development of new sales and dlstrlbunon
channels. There can be no assurance that we will be successful in offering new products and servrces entenng new
markets and developing new sales and distribution channels or ‘that any such products or services, if mtroduced w111
achieve acceptance in the marketplace. - ¢+ o+ .- . o LRI v

Risks of International Expansion. A componerit of our growth'strategy is thé éxpansion'of our operations in
international markets. Doing business in international markets is subject to a number of risks,:including, among
others: acceptance by foreign -educational systems of our approach .to, educational products lack of existing
customer base; unexpected changes in regulatory requirements; potentlally adverse tax consequences; tariffs and
other trade barriers; difficulties in staffing and managing foreign” operations; chanémg economic conditions;
exposure to different legal standards (particularly with respect to intellectual property); burdens of complymg with
a vanety of forelgn laws; and fluctuations in currency exchange rates. 1f any of these l'lSkS were to matenahze our
business, financial condition, and results of operations coilld'be adversely affécted. -+ * ~ ' * " #% T~

Educational Philosophies. Our products support all teaching methods"and curricula by focusing on Continuous
feedback, increased student practice of essential skills, and demonstrated product effectiveness. through measurable
results. Certain educators, academics, politicians, and theorists, however, declaim strong philosophies of instruction that
can lead them to oppose educational products or services that fall outside a-very narrow definition. These philosophies
can include, but are not limited to, opposition to standardized. testing:or over-reliance on the same; opposition to
computers or motivational techmques exclusive focus on particular types of direct instruction; and highly technical
definitions of acceptablé research. Some of these phtlosophtca] stances have the capacity to negatwely influence the
markeét for our products and services, and ‘such influence could have a' material adverse impact on demand for our
products and services and thus on our busmess ﬁnancral condmon and results of operatlons )

. ' Wt - MG |

Highly Compentwe lndus:ry The educatlonal technology and professional development markets in whtch we
operate are very competitive and fragmented We compete with other companies offering ‘educational software
products computmg devices, mteractrve response systems, professrona] development, and technology, consultmg
services to schools. Education contmues to emérge as a major global industry and potenttal competitors, 1ncludmg
large hardware manufacturers software developers, educational. publlshers and consultmg firms, may, enter or
increase their focus on the schools market resultmg in greater compeutton( for us. In addmon we compete against
more traditional methods of educatmn trammg and testmg, mcludmg pencrl and paper testmg

| '

As we enter into new markets, exrstmg compétitors could increase the bamers fo entering’ this market by
driving prices lower or making modifications to enhance their products. Success in selhng our established products
and services may cause competitors to,focus on us in their marketing efforts thereby increasing direct competition.
There can be no assurance that we wiil continue' to.-be able to market our products.successfully or compete
effectively in the educational marketplace., :

Dependence on Key Personnel, Our success depends toa Stgnlﬁcant extent upon the continued active pa.rtlc-
ipation of certain key members of management. We do not have employment agreements with these individuals and

.
. .- i .o . o .
- PN EENN - .

have no curfent intention of entering into'any.such employment agreements. The loss of the services of key personne] .

could have a material adverse effect on our business, financial condition; and results of operations. .-
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v Ability to Antract and Retain Qualified Personnel. Our future success will depend, in part, upon our continuing
ability to retain the employees, including. senior management personnel, who have assisted in the development and
marketing of our products and to attract and retain qualified additional employees trained in computer technology,
sales, marketing, finance, and other disciplines to enhance our product offerings and broaden our operations. There
can be no assurance that we will continue to be able to attract and retain such personnel. The failure to attract or
retain the necessary personnel would have a material adverse effect on our business, ﬁnancral condition, and results
of operations. . : . i K v LR . .

e Fluctuanons in Quarterly Performance We generally ship products as orders are received, and therefore we
have hrstoncally operated without a srgmﬁcant bacldog of produt:ts The quantlty of producl orders in any quarter
can be affected by a variety of factors, 1nclud1ng

|'I" - ' “_’ o+ o

. delays in the development and!or sh1pment of new products

’
LX) "4 . . L

SR the closmg of large contract sales, such as those to school districts; . 1, v -

P

. the shlpment of new products_for Wthh orders have been bu1ldmg for a perrod of ume and

it N T

. seasonal variations due to, among other thmgs the budget and school year cycles of our school customers.

In addition, our quarterly results,can alsg be affected by: ) C

1y . v, 1 i

“*’» charges related to acquisitions and divestitares, including related expensés the write-off ‘of in-process
* research and development the amomzanon of lntanglble assets, asset 1mpa1rments and srmllar items; -

b [ iv . Fd . BN f . R L. . o

0 charges related to obsolete or 1mpa|red assets

wrlgoeh B N
. supply -chain 1ssues such d§ manufacturmg problems deltvery delays or’'quality i lssues te
- o

. expenses related to product development and marketmg m1t1at1ves and oL .

* seasonal variability of product support costs. _ e

=4 :Qur overall gross margins also fluctuate based upon the mix of software hardware and service sales. We
realize highier margins on our software product sales than our hardware and sérvice sales. Some of our revenues tend
to be seasonal due to customer preferences as to when products and services are delivered and due to the timing of
our larger conferences resultlng in seasonal .variations in‘margins. -+ R I

Management of Growrh “We have expenenced periods of rapid growth in the past and anuclpate contmued
growth in the future, Our ability to manage our growth effectively will require us to attract, tram motivate, manage,
and retain key employees and to improve our operational, ﬁnancml and management information systems. If we are
unable to maintain and manage growth effectively, our busmess financial condmon and results of operations could
be adversely affected. : oo _ ‘ '

' Share Price Volanltty Numerous factors many of which are beyond our control, may cause the market pnce
of our common stock to ﬂuctuate srgmﬁcantly These factors include announcements of technological innovations
and!or hew products by us and our competitors, earnings releases and earnings warntngs by us and our competitors,
expectatlons regarding government fundmg levels for education, market conditions in 'the industry, announcements
by us of 51gmﬁcant acqu1srt10ns and/of dlvestltures and the general state of the secuntles markets. The market price
of our common stock may decling srgmﬁcantly if we fail to meet the publtshed earnings estimates of analysts and
others. In addition, quarterly fluctuations of our results of operations as described above may cause a significant
variation in the market price of our common stock, . o |

. r e

Lt War, Acts of War and Terrorism. Delays and reductions in purchases of our products and services may o¢cur as

a result of war, acts of war and terrorism, and the related impacts, including: a reduction of funds available to our

customers to purchase our products and services and disruptions in our-ability to develop, produce and distribute

products and services to our customers. These events would have a matenal adverse effect on our business, financial
condmon and results of operatlons . . ,

i . r ' -.V ' l
Concen.rranon of Share Ownersth, Com‘rol by Principal Shareholders/Managemem As of February 20
2007, our principal shareholders, Judith- Paul and Terrance .Paul, our chairman and chief. executive -officer,
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respectively, and co-founders of the company, beneficially owned dpproximately70% of our outstanding common
stock. As a result, these principal shareholders have the ability to control and direct our business:and affairs.

‘Shares Eligible for Future Sale. Sales of a substantial number of shares of our common stock in the public
market could adversely affect the market pnce ‘of the common stoclc As of February 20, 2007, approximately
20.3 million 'shares of our common stock were held:by “affiliates” and may be publicly sold only if registered under
thé Securities’ Act of-1933 of sold in accordance with an’ applrcable exemption from registration, such as Rule 144.

" In addition, ‘we have ﬁled registration staternents under the Secuntles Act of 1933 to register an aggregate of

6,000,000 shares of common stock reserved for i 1ssuance under ouf, 1997 Stock Incentive Plan and an aggregate of
500,000 shares of common stock reserved for issuance under our, Employee Stock Purchase Plan (“ESPP”), which
will, when lssued in accordance with such plans, be ehgrble for, 1mmed|ate sale in the public market, subject to the
Rule 144 resale limitations for affiliates. We did not offer the ESPP to our employees in 2004, 2005 or 2006 and
have no intention' of offering it in 2007. IR el et

-
W L T ATIL IO ' Uiy,

<1 Cash Dw:dends We declared quarterly cash dividends of §. 05 per share for each of the four quarters of 2006
Our dividend policy may be affected by, among other things, our views on potential future capital requirements,
mcluclmg those rélated to' research and development, creation and expansion of sales distribution channels,
acqursmons legal risks, and stock repurchases Our dividend pollcy may change from time to time, and we cannot
provrde assurance that we w1ll contmue to declare d1v1dends at all or in any particular amounts. A change in our
d1v1dend pohcy could have a negatwe effect on the market price of our common stock.

Possible Anmakeover Effects'of Certain Articles arid By-Laws Provisions and Provisions of Wisconsin Law.”

Our Amended and.Restated Articles of Incorporation and Amended and Restated By-Laws, along with Wisconsin
statutory law, contain provisions that could discourage potential acquisition proposals and might delay or prévent a
change in control of the company. Such provisions'could result in our.being less attractive to a potential acquirer and
could result in the shareholders recetvmg less for thetr c¢ommon stock than otherwise might be available in the event
of a takeover attempt. " o ) '
ooty " . <

+  Divestitures. From time to t1me we may, for any number of 1 reasons, determine it is in our best interests and in
the interests of our shareholders to dtspose of a business or product line, Divestitures involve a number of difficulties
and risks; including, among others, the diversion of management tlme and resources and the resulting disruption to
our ongoingbusiness, and unanticipated costs and liabilitiés.  If we are unable to manage the divestiture process
sucéessfully or if we are incorrect in our assumptions regarding the costs associated with a disposition, our business,
financial condition and results of operations could be adversely affected.

' e ‘ ' L B 4

Item 1B.. Urrresoil;ed Staff Comments S T : oL

Dunng 2006 we did not receive any wntten cornments from the SEC regarding our periodic or current reports
under the Exchange Act. . ., - \
Item 2, Prapemes . . o - .

Our corporate headquarters is located in Wisconsin Rapids, Wlsconsm in a 125,000 square foot facility owned
by us which was constructed in 1996. We also own a 34,000 square foot storage facility in Wisconsin Rapids,
Wlsconsm Addmonally, we lease various other office and warehouse space. We believe our facilities are adequate
to support our operations for the foreseeable future.

i [ I

Item 3 Lega.’ Proceedmgs

e : = o ' TR I |
. We'are subject to various claims and proceedings covering a, wrde range of matters that arise injthe,ordinary
course of our business activities. We believe that any liability that may. ultimately arise from the:resolution of these
matters will not have a material adverse eﬂ’ect on our financial posmon results of operanons or shareholders equlty

PR oo A
Item 4.‘Submrssmn of Matters to a Vote of Security Holders™ ' oo st et

+ e .
' 0 vt LA BN

We did not submit any matters to a vote of our security holders during the fourth quarter of the fiscal year ended

December 31, 2006.
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L EXECUTIVE OFFICERS OF THE REGISTRANT

Name and Age of Officer B ¢ i Ofﬁce
Judith Ames Paul ................. + Ms: Paul is the co-founder of the company and has been chairman of

Age 60 : : : the board of directors since February 2006. From 1986 until July 2001,
. : .and again from August 2002 until July, 2003, Ms., Paul served as
chairman of the board, and from July 2001 until August 2002, and
. again from July 2003 until February 2006, Ms. Paul served as cos
. . chairman w1th Mr. Paul. Ms. Paul has béen a director since 1986.
v ' Ms. Paul acts as our spokesperson and is a leading teacher advocate.
o ‘ " Ms. Paul’ holds a'bachelor’s degree in elementary education from the
Umverstty of Illinois. Judlth Paul'is Terrance Paul’s wife.’

1. A . .

Terrance D. Paul . ... .............. Mr. Paul is the co- founder of the. company and has been our chlef

" Age 60 executive officer since February 2006. From February 2006 to April

g Co : ' .~ 2006, Mr. Paul also served as our president. From August 2002 until

' - . .-+ July 2003, Mr. Paul served as our chief executive officer. From- July

y - . .+« 1996 until July 2001, Mr. Paul served as vice chairman of the board

and from July 2001 until August 2002, and again from July, 2003, until

- February 2006, Mr. Paul served as co-chairman with Ms.. Paul.

Mr. Paul has been a director since 1986. Mr. Paul holds a law

" degree from the Umversny of Tlinois and an MBA‘,from Bradley
« University. Terrance Paul is Judith Paul’s husband.

Steven A, Schrmidt, ©. . ... ... .... Mr. Schmidt has been our president arid chief operating officer since
- Age 52 - vt April 2006. From November 2005 until January 2006, he served as the
B N . . . '+ company’s senior vice president, administration and operations. From
: A . ... - July 2003 to November 2005, Mr.,Schmidt served as the company’s
executive vice president. From August 1999 until November 2004, he
served as our chief financial officer and secretary, and from August
' R Ce 1999 until July 2003; he also served as a vice president. From Janvary
. et "+, 71998 until December 1998, he served. as corporate controller for
c . - : "« Wausau-Mosinee Paper-Corporation, a specialty paper manufacturer.
VAN . . .+ .Mr. Schmidt holds a bachelor’s degree in accountancy from. the
o . University of Wisconsin-La, Crosse, and is a. certified public

; accountant (CPA).

Mary T Minch ... ... ............ Ms. Minch has been our chief financial officer and secretary since
Age 40 November 2004 and has served as senior vice president; finance since
-January 2007. From Decemnber 2003 to January 2007, Ms. Minch
e * served as the company’s vice president, finance. From February 2003
to December 2003, Ms. Minch held the position of North American
division controller for Stora Enso North American, Corp., a forest
product company whose parent company acquired Consolidated
Papers, Inc. From October 2000 to February 2003, she served as
controller—magazme papers “at ‘Stora Enso North American, Corp.
‘ ‘Ms. Minch’ holds bachelor’s degrees in managerial accounting and
: C ’ finance from the University of Wisconsin-Stevens Point and a master’s
degree from the University of Wisconsin-Oshkosh, and is a-certified

public accountant (CPA}.

The term of office of each executive officer is from one annual meeting of the board of directors until the next
annual meeting of the board of directors or until a successor has been duly elected and qualified or until his or her
death or until he orshe resigns or has been removed from ofﬁce :

e . ‘A, [ R
Therc are o arrangements or understandings between any of our executive officers and any other person (not
an officer or director of the company acting as such) pursuant to which any of the executive officers were sclected as
an officer of the company.

(Y ) . -t LI +
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:

Ttem 5. Market for Regxstrant ¥ Common Equl{y, Irfelgted Stockho!der Matters and {ssuer Purchases of
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Market Informatmn L P B OF TL AT B TR TR RIS T U IS RURTY PA N

Our common stock'is traded under the symt;ol “RLRN" ¢n The NASDAQ Global Select Market. -I'nftr)'f'r"riii‘{iéh

regarding the market prices:of our common stock may be found in Note 16 of Notes to Consohdated Financial
Statements included in “Item 8 —— Financial- Statements and Supplementary Data.” T I P
R T & Hop ot e o el e e o du e ol
Holders Wl - . NI
As of February 20, 2007, there were 625 record holders of our common stock
TAEPT m TS P A R S UL -

Historical Dividends .-« - »yy- 2500 - ath 3 RNCRIUVELE

For the year ended Decémber 31, 2003, no d1v1dends or other distributions were paid to shareholders. We
declared a special cash dividend of $2.15 per share on January 28, 2004 and also declared quarterly cash ‘dividends
of $0.04 per share for each of the four quarters of 2004 and $0. 05 for each of the four quarters of 2005 and 2006. We

intend to continue to pay quarterly cash dividends, subject to capital availability and a determination that caish

dividends continue to be in the best interests of the company and our shareholders. .
o :
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Performance Graph B

The following graph compares the total shareholder return on our commeon stock for the five year period from
December 31, 2001 through December 31, 2006 with that of the Nasdag Composne index and a peer group index
constructed by us. The companies included in our peer group index are Laureate Education, Inc. (LAUR),
Blackboard Inc. (BBBB), Learning Tree International, Inc. (LTRE), The Princeton Review, Inc. (REVU), School
Spﬁgi?lgy, Inc._(SCHS),,Ski‘llsoft Public‘Comp.any .L,imitc(_i (SKIL) and‘ F_’l_altoh[_,earnin‘g‘,ilnc.. (TQTR).

- 'The total return-calculations set forth below assume $100 invested on December 31, 2001 with reinvestment of
dividends into additional shares 0f the same class ‘of securities at the frequency with which dividends were paid on
such securities through December 31, 2006. The stock performance graph shown in the graph below should not be
considered indicative of potential future stock price performance. < b

‘. k Yo it ’ ' . v L

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Renaissance Learning, Inc., The NASDAQ Composite Index .- .- '
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$0 L 1 1 1 ]
12/01 12/02 ) 12/03 12/04 12/05 12/06

—8— Renaissance Learning, Inc. -=2&-- NASDAQ Composite Index ---©--- Peer Group

* $100 invested on 12/31/01 in stock or index-including reinvestment of dividends. Fiscal year ending December 31.

Cumulative Return
12/01 12/02 12/03 12/04 12/05 12/06
Renaissance Learning, Inc. .......... ... 100.00 | 62.03 79.00 66.24 68.25 64.87
NASDAQ Composite Index. . . ........... 100.00 | 71.97 | 107.18 | 117.07 | 120.50 | 137.02
Peer Group............. ..., 100,00 | 44.57 81.10 85.92 98.88 95.45
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Recent Sales of Unregistered Securities _ PG S ol i}

There were no sales of unregistered securities during the year ended December 31, 2006.

‘-.11_.rr--~‘ “"'f‘.. RSN H “'"-*"‘L"j;‘

Changes in Secuntles, Use of Proceeds and Issuer Purchases of Eqmty Secuntles

On April 17, 2002, our Board of- Dlrectors authonzed a repurchase program which provides for the repurchase -
of ‘up- to 5,000, 000 shares™of our common,"‘tock”'On Febriiary 9, 2005, our Board of Directors authorized the

rcpurchasc of ‘an additional 3,000,000 shares’ undcr the stock repurchase program
) PR S TR AN Ut WL TR

No time limit was placed on the duration of the repurchase program, nor is there any dollar limit{on; the
program. Repurchased shares. will become treasury shares and may be used for stock- based employee benefit plans
. and for other general corporate‘purposes. * :’ T, R ) . ‘ - Smdend

o e

+U€,The following table shows information’ [e_l_atlngr';é“‘- the repurchase of shares.of our common-stock diiring t_he
three months ended December 31, 2006: S el

Tolah P XL R A RS NS #rp N . Total Number of . Lantiar 0

ipty AL TR g C Shares Purchased as Maximum Number, of, -

S ST e B s o Part of Publicly Shares that May Yei Be

EAR W [ istr ‘Total Number of Average Price . Announced Plans or . Purchased Under the'
- Perlod A - Shares Purchased -+ Paid per Share Programs Plans or Programs

s, T r v

““October 131 ... TN sazal Y Tsidge " 54341 IBIBL

I S

cef

oo jNovember, 1-30 ... o wy 47,277 - ¢ 10:88 ) 47217 . 491 445 o
¢ ¢ iDecember 1:31....!37 102,134 7. -17.51 - - 102,134 . ... - .389,311, stitas,
i —— - * J4
o ' o | e e . B T T | AT PO P |
= Total L0 e - - 203,752 752 il $16 66 203,752 : Fabeel
Frp g Lo '!-T‘ = .0 AT e O RN TR SPE PR 4 S
LR I . . R SRR R . :
e L% Lo AL Too- Lum T B TR T
IR TLT T t b Syt Gty L. o e e it
SAMTVE Sl e s STARR QUL NYe DahE
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Item 6. Selected Financial Data ' UYL N
[ P O A R :?i,;lu." -

SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA ) ‘
* (In thousands, excépt pér sharé amourits) T e :

Lo Tty " LI Lo " Year Ended DecemberJl, :

Sk e e s g 8 42008 ¢+ ¢ 2004 .0 2003 % - 2002
Consolidated Income Statement Data S C L “1
Neét sales:* v o . S R L L A L AR T ST vl v
“Produets I.v.o L L e il 0 $490,750: 408 94, 296 $ 91,482 - $106,080 $108,406

Services . ........ e 20,778 ° 21,987 » ' 20,242 21,552 + 20,985

. « Total net sales. . .. ... ... e et e e 4e. 111,528 116,283 . (111,724 .- 127,632 - 129,391
Cost of sales: S o v oL

Products............... T S AU 16,455 12917 6,167 10,656 11,782

Serv1ces e ‘:7. cetaaad j _ . a o 10,011 8,669 9,532 9,628 9,243

- Total cost of salcs e : ceetie. r 264667 21.586" 0 115,699 20,284 . 21,025

Gross pmﬁt. T . 8_5,052 94,697 = 96,025 107,348 108 366
Operating expenses: - S

Product development. ., ... .... e 17,291 17,046 * 14,536 14,881 -+ '14,960

Selling and marketing . . . . ... PR R - 33,639 30,778 30,551 27,997 .0 . 28,013 .

General and administrative .. ... ......... 16,330 12, 989 12,005_ ) 12,346 . 12,682

Total operating expenses . ............. 67,260 60, 813 K 57,092 55,224 55,655
Operating income ................... 17.802 33,884 38,933 52,124 . 52,711

Other,met.............coiuiivnnnunn.. 1,234 3,494 1,640 2,267 3,760
Income — continuing operations before income -

TAKES . ..ttt 19,036 37,378 40,573 54,391 56,471
Income taxes — continuing operations. . . .. ... 7,043 13,211 15,012 19,406 21,744
Income — continuing operations . .. ......... 11,993 24,167 - 25,561 34,985 34,727
Income {loss) — discontinued operations. . . . .. — 584 . (2,859) (2,444) (3,289)
Netincome ..............ccovuvunvn... $ 11,993 $24751 § 22,702 § 32541 $ 31,438
Earnings (loss) per share: |

Basic:

Continuing operations .. .............. 0.41 0.78 0.82 1.12 1.03
Discontinued operations. . . ............ 0.00 0.02 . (0.09) (0.07) (0.10)
Netincome.............ccooeuun.. $ 041 $ 08 $ 073 $ 105 $ 093

Diluted: ,

Continuing operations ... ............. 0.41 0.78 © 082 1.12 1.02

Discontinued operations. ... ........... 0.00 0.02 (0.09) (0.08) (0.10)

Netincome............co0vuuvunn.. $-041 $ 080 § 073 '$§ 104 $ 09
Cash dividends declared per share. . ....... .. $ 020 $ 020 $ 231* 3 —  $ —
Consolidated Balance Sheet Data . .
Working capital . ....................... $ 15282 $ 21,539 $ 41,815 $103,240 $ 74,496
Total assets . ..........ccivuneennenn.n. 117,711 128,382 114,724 159,601 147,611

Shareholders’ equity . . .. ... e 79,571 95,866 84,417 133,330 121,236

* Includes a special dividend of $2.15 per share,

Generation2 ] was divested during 2005 and, therefore, its results for all periods presented in the consolidated
financial statements are reflected as discontinued operations.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
o Do P, *".';1xt, euight T - LT
. ..o . R L Overview!™ V. e il ohoa b
L A PR S gt s “( ST R } \ . t ¥ .'r--,
Renarssance Learmng. lnc is a'leading prov1der of technology for personallzmg readmg, ath and wnnng
practlce for pre-kmdergarten through senior high (“pre Ke 12”) schools and districts. Our computenzed assessment
and progress monitoring tools accelerate leammg and i improve test scores, by facrlrtatmg increased student pracuce
of essential skills, helping educators motlvate students, increasing the qualrty, -quantity, and t1melmess ,of .perfor-:

mance data avarlable to educators and provtdmg student access to low cost computing solunons wr °

.tt‘;:

Tl A.A

~Qur $ales are derived pnmanly from the sale of software products, computenzed hardware products and
related sérvices. Revenues are recorded net of an allowance for estimated returns Allowances for bad debts are also
recorded 't the time of the'sale.” =~ - EEEE " A SRR

ey Lt ' * ! * [ -] ottt

Product revenue is derived primarily from the sale of educational software and hardware Revenue from sales'
of hardware are generally recognized when the product is shipped to the customer Revenue recogmtton from sales
of our software’ depends on whether the software i is: (1) off-the:shelf or customized and (i) how it is ltcensed I. e
perpetual licence or subscription. Weé recognize revenue from’off-thie-shelf pefpetually licenséd software salgs upon
shipment to customers. Subscription-based software sales are recognized as revenue on a straight-line basis over _the
subscription period. Sales of software that require-substantial modification or customization are recognized as
revenue usmg the percentage-of-completion method of accountlng Revenues and deferred revenues from software

that ‘require substanttal modtficatlon or customtza}tlon are not' srgmf&cant in lanyr of the' years presented N
ST ’ P T N T PO T Py [ N Y
Service revenue ‘is pnmartly derived from: (i} training seminars and.conferences, (ii) software . telephone
support agreements,. (iii) consulting services, (iv).technical services, .(v).hostmg‘and (vi).other remote services.
Revenue_from training serninars is, recognized when the ‘'seminar or workshop is performed. Revenue ;_f_rom
consulting and technical services is.recognized as the services are performed or on a straight-line basis over- the
contractual period. Telephone support included with sales of perpetual software licenses has a duration of twelve’
months or less and is recognized at the time the software is shipped with the related costs of provrdmg the telephone
support accrued for at the same ‘time. Revenue from ‘other product’ support agreements is mmally recorded_ as
deferred revenue and then recogmzed as revenue on ‘a stratght -line basrs over the térm of the agreement typtca]ly
12 mionth§. Deferred revenue includes: (1) amounts invoiced' for products not yet delivered and servrces not- yet
performed (i1) advarice invoicing on contracts and (iii) that portlon of product support agreements ‘and subscnptton—
based product sales that has not yet been recognized as revenue. ! Y Y 3 meh
It is our’ practlce to anhounce’ new products pnor to when the products are ready for shlpment to' allow
customers sufficient lead time for badgeting and cumcultfm purposes Thts practice can result in fluctuations in
backlog for orders of new products These ofders : are generally filled within a relatlvely short pertod of time after the
product i lS ready for shipment. Regtstratlons for trarmng sen‘unars are generally recetved from customers in advance
of trarmng events resultmg in a’ backlog ‘for’ these servrces Addmonally, under drsmct—wnde 1mplementattons
customers commit to a comprehenswe solution consisting of products and services in ddvance of delivery of the
products and services. The delivery of backlogged products and services in certain periods can cause those periods
10 have higher revenue and hrgher revenue growth rates than, other perrods R

Cost of sales consists of expenses assocrated ‘with saIes of our software and hardware products and the dehvery
of services.” These costs 1nc|ude () personnel related costs (n) costs of purchased matenals such as our
AlphaSmart laptops, optical- “mark card 'scanners, interactive response systems educational products, trarnmg
materials, manuals and motivational items, (iii) shipping and frelght costs, (iv) amortization of capitalized
development costs and (v) other overhead costs. We realize higher gross margms on our software product sales
than on our hardware and service sales. ‘

We expense all development costs associated with a software product until technological feasibility is

established, after which time such costs are capitalized until the product is available for general release to :

customers. Capitalized product development costs are amortized into cost of sales, beginning when the product is

available for general release, using the straight-line method over the estimated economic life of the preduct, which
is generally estimated to be 24 months.
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v o Lo « Acquisition and Divestiture +, . - . .

On June 27, 2005, we acquired AlphaSmart, Inc.:a t;rovider of affordable, laptop computing solutions for K-12

- schools. The results of AlphaSmart’s operations are included in our consolidated financial statements since that

date. AIphaSmart products are rugged, portable, easy-to—use low total-cost-of-ownership computing devices that
can operate independently or complement exlsung computers ‘Models offered include the Neo and Dana.
AlphaSmart computmg devrces run, “Curriculum-specific software focused on skills improvement and real- trme
formative assessment in wrttmg, language arts, mathematics, science, keyboarding, social studies, technology

'hteracy and specral néeds. In addition, the devices perform word—processmg, function as a calculator, are

expandable and feature advanced wireless capabilities, increasing student access to affordable portable computing.
The acquisition provides opportunities to achieve future long-term synergies related to the complementary nature of
AlphaSmartfs hardware products and Renaissance’s sofiware products, AlphaSmart’s products have the potential to
run Renaissance’s software, thus enabling students greater access to our software where ready availability of
computer access is currently a product-use limitation,

B, C e ey S : ' ' g b
In February 2005, we consummated the sale of our GeneratronZl subsrdrary, a non-core part of our business.
The results of Generation21, for all penods presented in our consolidated ﬁnam:lal statements, are.reflected as

drsconunued operations. Except as indicated, amounts referred to in this Item 7 relate to continuing operatlons

T .- L4 P
s T . . H . v 4 . . . - ' . - . PR

. e, e v ' -
A IR

Results of Operations S

- o rLe e .

Our results of operations can be affected by, n;any factors mcludlng the general economic envrronment state
and federal budgetary decisions and the length and complexity of the sales cycle for school districts. Revenue can be
significantly impacted by the proportion of sales attributable to our subscription-based product and service
offerings relative to sales from non-subscription-based offerings, which can result in a portion of a period’s sales
being initially deferred and recognized as révenie in future periods over the subscription term.” We also believe our
results of operations for 2006 were negatively 1mpacted by transmon dctivities and training needs related to a

reorganization and expansron of our sales groups. o v e

PP L [} N :

Our Renaissance Place products are desrgned to meet the needs of eatire school districts from a central server.
Sales of products and services at a dtstnct level are more complex, have a longer sales cycle, and are typically, for a
larger dollar amount than sales made to mdlvrdual schools Thus, revenues from district sales can be more uneven
and are’ more difficult to accurately predlct Consequently, our revenues and results of operanons can be
srgmﬁcantly impacted by the tlmmg of large district orders L s C

. Since our Renaissance Place product and service offerings are typically sold on a subscription basis with a
tenn of twelve months, a greater portion of our revenue is mrtlally deferred and recogmzed into mcome over the
subscnptlon perrod This can cause our revenue to show a greater decline than it would have if these products had
been sold as perpetual licenses, for whrch the revenue is recognrzed 1mmed1ately upon shlpment Deferred revenue
mcreased $5.7 million and $1.8 m1ll1on over the years ended December 31, 2006 and 2005 respectlvely The
mcrease in deferred revenue during 2006 was, dnven pnmanly by sales of subscnptlon -based enterprise software
packages .

1 AL

Our net income and results of operations was impacted in 2006 by a $1.9million charge that was comprised of
separanon expenses, primarily for former execurives. Other items that impacted 2003 were: (i) the acquisition of
AlphaSmart (ii) the d1vest1ture of Generatlon21 (iii) the sale of our Madison, Wisconsin office bu1ld1ng and {iv) the
tax beneﬁt ‘related to the settlement of certam state and federal tax positions in 2005 '

.
‘e ) T

e \ i . 1

18




. #The following table sets forth: certdin consolidatedincome statement data-as a percentage of net sales, except
that individual' components’of cost of sales and gross profit are shown as a‘percentage of their corresponding
componem of net sales

b, e, gt e e Gt e . T ) LR SO 1' S
' P I TP PR e R P T : .5, .o Forthe Years Ended Coet
. e . . - - L ) o December 31,
i Cot e SRR STt Y 006 2008 0 2004
L BT . . "I___ e b - . : 2y .-v-J! o e c‘\}_ e . BE LT CEp e B ;*;;
>, Nel Sales [ CT NPT T S A 7T ~ 1t [ P L e
w o . Products. ... .. p.'f.f_‘..;..‘.;:-*.'.~.-. e e b e e .. 81.4% L 81.1%  81.9%
SBIVICES . . .. it e e e e e e T " 18.6 189 . 18.1
. Total-net-sales.:. ;. . .56 G r T oo e e - 100.0%, 100.0% 100.0%
v Cost of sales ' ":’:'" L A { PR BRI T
. i v 6 et : ; : H L L Cra . .
Products ... 3 .r.\.‘. { ] LU C181% 137%  67%
[F{ 0 Tl ,,,-* . ) 3 LR a i LA il .o . b oy
SEIVICES - -« o e veoee et e 482 . 394 L 47.1
 Totalcostofsales.............. [P 23. 7 186 141
et T L IR AT TEFEol U C R i L P . I i
,, Gross.profit., B T - o L P
n *Products-............. e e e b re.i.aie.n.., 8190 863,933
Services .. ............. e oY S18 606 00529
;. Total gross-profit. ... . v e v et e 76.3 8l.4. 859
Operating expenses: '- 5- TR Y T Crporae awEael o - . s BETRP.L
. i . Product development. ... .. :‘.ﬁ., ...... Gt 155 . 147 13.0
- 31 ; W oo e
Sellmg and. marketmg g e AT e e e s s e e S FUPE . 302.,.. 265, 27 4 .
. General and administrative.s.-. . . ..#..0. . <. . S Fooeeroes 1460 10 2 107
Operatmg income ;U 160 201 348 b
S Other,net. .. Sl i T 3 s
! Incorne — contmumg OPCranons before income taxes.. Seoeba T 322207 363 X
Yol s P P ST L NN SV SN I
Income taxes——contmumg operatlons. e e AP R A 11.4 13.4
’ ew BT f PCLF v S L, o e T T -
. Income — contmumg operauons ..... T R 1o P o108 208 s 229 .-
Income — discontinued operations . ............ ... ... ..o 0.0 0.5 (2607
. NetrIncome:- . ........ ... 00y 5 e i s vt n e 10.8%,, 21.3% *_-20.3%"
"Ii\u‘ L fiane D0y 'lr." . o ol ':" L EEe vt * ! B Eas Wy ».i
SOV om e Ty T R L v
I o Mt - L CRE R
. VoL e Years Ended December 31 2006 and 2005 p - P —

Net Sales. Our net sales decreased by $4.8 million or 4.1%, to $111.5 million in 2006 from $116.3 million in .

2005. Reverlues  excluding AlphaSmart laptops in both periods, declined by $12.2 rnilli(m or 12.0% for the full year.
A significant portion of this decline was related to our custorners transitioning | thelr purchases to more subscription-
based products and services, pamcularly Acce!erated Reaa‘er, as compared. to Iast year. Revenues from subscrip-
tion-based products are initially deferred and then recogmzed ratably over the subscnpuon period, generally one
year, while thé majority of revenues from non-subscription-based sales are recognized immediately upon delivery.

During 2006, deferred révenue increaséd-by $5.7 million as compared to an increase of $1.8 million.in 2005: We

believe that revenue excluding the impact of laptops is a useful metric for investors because it provides a basis upon
which to cornpare the performance of our ‘business, as lt exnsted prior to the Jurie 27, 2005 AlphaSmart acqulsmon,
to earher penod54 e Prer AT W TR T oy

14 s . . . B N Lt
(I ! LD TR SR N T A o N '

.

IER ' - LR T

;. Product revenue, including AlphaSmart in both penods, decreased by $3.5 mllhon, or 3.8%; to $90 8 millionin

2006 from $94.3 million in 2005. The decrease was driven by the transition to.more subscription-based salcs
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discussed above and generally lower order rates which im'pabted most product tines,'which were partially offset by
the inclusion of AlphaSmart’s results for the full year in 2006 as compared toa partial year in 2005. .

Service revenue decreased by $1.2 million, or 5.5%, to $20.8 million in 2006 compared to $22.0 million in
2005. Service revenues were down due to decreased revenue from professional development services, primarily
onsite events, which was partially offset by increases in remote services such as consulting and hosting. Revenue
from onsite events was impacted in 2006 by reduced pricing as well as our increased emphasis on remote services.
For the past several years, including 2006, we have held a national conference in the first quarter. We wili not be
holding a national conference in 2007, but instead will be hosting two new but smaller regional eventsiin its place
during the first quarter of 2007. AU . 0 O

‘Cost of Sales. The cost of sales of products increased by $3.5 million, or 27.4%,to $164 million in 2006 from
$12.9 million in 2005. As a percentage of product sales, the cost of sales of products increased to 18.1% in 2006
from 13.7% in 2005. The product cost of sales percentage increased primarily due to a higher proportion of sales
attributable to hardware in 2006 as compared to 2005 as we realize’ lower gross profit margins on hardware sales
than on software sales.

The cost of sales of services increased by $1.3 million, or 15.5%, to $10.0 million in 2006 from $8.7 million in
2005. As a percentage of sales of services, the cost of sales of services increased to 48.2% in 2006 from 39.4% in
2005. The higher cost of sales percentage is the result of personnel and infrastructure investments made in 2006, and
to reduced pricing of our onsite events. . o, vyt

Our overall gross profit margin percentage decreased to 76.3% in 2006 from 81.4% in-2005. This resulted from
the higher cost of sales percentages in 2006, from both products and services, as discussed above.

Product Development. Product development expense, which excludes amounts’ capltallzed mcreased to
$17.3 million in 2006 from $17.0 million in 2005. As a percentage of net-sales; product dévelopmient expenses
increased 1o 15.5% in 2006 from 14.7% in 2005, We capitalized product development expenses of $689,000 in 2006
compared to $279,000 in 2005. Product development spending was higher in 2006 dug to the melusaon of
AlphaSmart for the full year as compared to only a partial year m 2005 ' .

Sellmg and Marketing. Selling and marketing expenses increased.by $2.9,million, or 9.3%, to $33.6 million in
2006 compared to $30.8 million in 2005. Selling and marketing expenses increased pnmanly due to our sales force
expansion, pamally offset by reduced marketing expenses as we focus ‘on a more targeted direct marketing
approach. As a percentage of net sales, selling and marketing expenses were 30:2% in 2006 compared 10 26.5% in
2005. - S TE S PP LIRS

Ge{nera! and Administrative. General and administrative expenses increased by $3.3 million, or 25.7%, to
$16.3 million in 2006 from $13.0 million in 2005. General and administrative expenses were higher in 2006
primarily due to: (i) a $1.9 million charge related to separation expenses, primarily for former executives, (ii) a
$0.6 million increase in share-based compensauon and (iii) the mclupron of AlphaSmart for a full year in 2006 as
compared to a partial year in 2005. As a percentage of nét sales, general and administrative costs increased to 14.6%
in 2006 from 11.1% in 2005

. . .
e ' i . 1 N o1 S +

" Operating Income. Operating i incomne décréased’ by $16.1 million, or 47. 5%, to $17 8 million in 2006 from
$33.9 million in 2005. As a percentage of net sales, operating'income decreased to 16.0% in 2(}06 from 29 1% in
2005 due to the combined effect of the factors dlscussed above: ' Tk -

BTN m [, I L B " T : ! P

Other income. Other income decreased 3$2.3 mxlllon to $1.2 million.in- 2006 .from: $3.5 rmlhon in 2005,
primarily due to the sale of an ofﬁce bu1ldmg which generated a$l. 8 million’ prestax gain-in 2005:

I " cw Vet -

Income Tax Expense —_— Contmumg Operations. Income tax expense of $7 .0 million,; from connnumg oper-
auons was recorded in 2006 at an effective income tax rate of 37.0% of pre-tax income, compared to $13.2 million,
or 35.3% of pre-tax income for 2005. In 2005, we recognized a tax benefit of approximately $0.8 million related to
the-favorable resolution of certain state and’ federal tax positions, which was the primary reason for the*1.7 point
lower effective tax rate in 2003, . T - o LT e v

T
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+ -Discontinued Operations. In 2005 we realized a gain of .approximately,$0.7 million-on;the sale of, Gener-
ation21, which includes a one-time tax benefit of $1.3 million. When combined with the operating losses incurred'in
January and February, 2005 for that subs:dlary the net income from discontinued gperations totaled approximately,
$06m11]10nm2005 v e it - . R Y Z R TR Iy

S LA LIS o . e

- : ne i Years Ended December 31, 2005 and 2004 U S v

ne '-rl

Ner Sales. Our net sales mcreased by $4.6 mllllOl‘l or 4. l%, to $1 l6 3 m1ll1on in 2005 from 17 mtlllon An
2004. The increase in sales, is. due 0 the mclusnon of AlphaSmart revenues, 1n the results .of operatlons for 2005
partially offset by declines in other product and service offerings. Product sales increased by $2.8 mllllon or 3, l%
to $94.3 million in 2005 from $91.5 million in 2004.

Service revenue increased by $1.8 million or 8.6%, to $22'0 million in 2005 compared to $20.2 million'in

2004. Our service revenues grew over the prior year primarily driven by i lmprovement in our newer service offerings

such as gulded lmplementatton and installation services. TR . Co AR X .' oot
1 l,

Cost af Sales. The cost of saies of products 1ncreased by $6 7 m1ll1on or 109. 5%. to $12 9 mllllon in 2005
from $6.2 million in 2004. As a percentage of product sales, the cost of sales of products increased to 13.7% in 2005
from 6.7% in 2004. The incréase in the cost of sales percentage was primarily due to the impact in 2005 of the
AlphaSmart hardware product sales -which generate lower gross margms -than our software sales.

i

. The cost of sales of services decreased by $0 8 rmllton or 9.1%, to $8 7 million in 2005 from $9. 5 m1lllon in
2004 As a percentage of sales of services, the cost of sales of services decreased to 39.4% in 2005 from 47.1% in
2004. The improved service margins are the result of: (i) operatmg leverage in our newer service offermgs for Wthh

we were ramping up costs ahead of revenue in 2004 and (ii) a more profitable 2005 Nanonal School Rena:ssance 7 ‘

Conference L . LA R L O A |
. e Por

L - j
Our overall gross proﬁt margm percentage decreased to 81 4% m 2005 from 85.9% in 2004 pnmanly drlven by
the mcreased cost of sales percentage on product sales as. dlscussed above 1

T 4 to- ven

~ Product Developmenr ' Product development .éxpense, ' which excludes amounts capitalized, mcreased to
$17.0 million in 2005 from $14'5 million in 2004% As a percentage of et salés, product development expenses
increased to 14.7% in 2005 from 13.0%in 2004. Product development expenses increased pnmanly due ‘to the
inclusion of AlphaSmart expenses in 2005 and in part to increases in’product development expendltures related to
new product offerings. We capltallzed product development expenses of $279,000 in 2005 compared to $563,000 in
2.004-. st R B Pt - U N roa ! e
v Sellmg and Marketing. "Selllng and markeimg expenses were relatlvely uncha'nged at $30.8 million in 2005
compared to $30.6 million in 2004. We expenenced lower selling and marketmg expenses in the ﬁrst half of 2005
than in 2004 due to comparatively lower levels of field sales personnel. This was offset by htgher expenses in the
second half of 2005 due to the incremental inclusion of AlphaSmart’s selling and marketing expenses in our results.

As a percentage of net sales, selling and marketing expenses were 26.5% in 2005 compared to 27.4%. in 2004.

General and Administrative. General and administrative expenses increased by $1.0 million, or 8.2%, to
$13.0 million in 2005 from $12.0 million in 2004. General and administrative expenses increased primarily due to
the inclusion of AlphaSmart expenses in 2005. As a percentage of net sales general and admlmstratlve costs
ificreased-to 11.1% in 2005 from 10.7% in 2004. " e _- - Mol ot

. R "

Operating Income. Operatmg income decreased by £5. 0 mllllon, or 13 0%, to $33 9 mllllon in 2005 from
$38.9 million in 2004. As a percentage of net sales, operating income decreased t0 29.1% in 2005 from' 34. B% in
2004 primarily due to the combined impact of the increased product development expenses and the lower £ross
margins related to the increased proportwn of revenue from hardware sales which generate lower gross margms
than our software sales, ~ '~ ’

. +
» . . [

Other income. Other mcome mcreased $1.9 million to $3.5 million in, 2005 from $1.6 million, in 2004:
primarily due to the sale of our Madison, Wisconsin office building whlch generated a $1.8 million pre- -tax gam in

2005.
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Income Tax Expense == Continuing Operations. Income tax expense of $13.2- million, from continuing
operations, was recorded in 2005 at an effective income tax rate of 35.3% of pre-tax income, compared to
$15.0 million, or 37.0% of :pre-tax income for 2004. In 2005, we recognized a tax benefit of approximately
$0.8 million related to the favorable resolution of certain state and federal tax positions which was the primary
reason for the 1.7 point decrease in the effective tax rate.

Discontinued Operations. We recorded a ‘gain on the sale of Generation21 of approximately $0.7 million,
mcludmg a one-time tax benefit of $1.3 million. When combined with the operatmg fosses incurred in January and
February 2005 for that sub51d1ary, the net 1ncome from discontinued operatlons ‘totaled approximately $0.6 mtlllon
in 2005 The net operaung loss from Generauon21 1n 2004 was approx1mately $2.9 million.

;- !,

quuldtty and Captta] Resources

-.As of December 31, 2006, our cash, cash equwalents and investment securities were $30.1 million; down
34 5 million from the December 31, 2005 total of $34.6 million. During 2006, we generated operating cash flow of
$22 3 million and $5.9 million in proceeds from a mortgage note on our former facility in Mad1son Wisconsin, that
was prepatd to us in October 2006. '

. IR [ ¢ .

.. At .December 31, 2006 .we had a $15.0- mtlllon unsecured revolvtng line.of credlt with a bank which is
available until May 31, 2008. The line of credit bears interest at either a ﬂoatmg rate based on the prime rate less
1.0%, or a fixed rate for a period of up to 90 days based on LIBOR plus 1. 25% The rate is at our opuon and is
determined at the time of borrowing. We also have a $2.0 million unsecured revolvmg line of credit with'a bank
available until April 30, 2008. The'line of credlt bea.rs mterest based on the pnme rate less 1.0%."As of December 31,

2006 the lines of credit had not been used

On April 17, 2002, our Board of Dlrectors authonzed the repurchase ofupto 5 000 000 shares of our common
stock. On February 9, 2005, our Board of Directors authorized the repurchase of an additional 3,000,000 shares
under the stock repurchase program. No time- Timit was placed on the duration of the repurchase program.
Repurchased shares will become treasury shéres and will beused for stock-based employee benefit plans and for
other general corporate. purposes. During the period of January 1, 2006 through December 31, 2006, we repurchased
14 million.shares at a cost of $22. 5. million. Smce the ongmal authonzatton in 2002 we have repurchased
7.6 rn1lllon shares at a cost of $133 3 mtlhon under this repurchase program. Dependmg on our stock’ valuatlon cash
avatlablhty and other factors, we may repurchase additional shares as a beneficial use of our cash to enhance
shareholder value. - e

(L ‘ ‘

We declared a special cash dividend of $2 15 per share on January 28, 2004, quarterly cash dividends of
$0.04 per share for each of the four quarters of 2004 and quarterly cash dividends of $0.05 for each of the four
quarters of 2005 and 2006. We intend to contmue o pay quarterly cash d1v1dends subject to capital availability and
a determmatlon that cash dividends continue, to be in the best interests of the company and our shareholders

We believe our strong cash'position coupled with cash flow from operatlons will be suﬂicnent to meet both our
short-term and long-term working capital requirements. : e - ' e

' [} . . .
A : - MM P " . :

v 0. Off-Balanceé Sheet Arrangements and Aggregate Contractual Obhgatmns

-

We do not have any off-balance sheet transactlons arrangements or obltgatlons (including contmgent

obligations), that would have a material effect on our f"manclal results.
R} R

' Operatmg Leases. We enter into operating leases prlmanly for facnhues that we occupy in order 10 carry out
our business operations. We utilize operating leases for some of our, fac1htles o gain flexibility as compared to
purchasing facilities outright and limit our exposure to many of the risks of owning commercial property,
particularly with regard to international operations. These agreements generally, are for terms of one to five
years and cannot be terminated by either the lessor or us for reasons other than breach of the lease agreement. We do
not anticipate early termination of any of these agreements. For each of the years ended Decémber 31, 2006, 2005
and 2004, we incurred expenses of approximately $2.0 miilion, $0.9 million, and $1:1-miltion, respectively, related
to these operating leases.
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.1, Purchase Obligations. We enter into- commitments with certain suppliers to-purchase components for-our
hardware products, such as AlphaSmart,computing devices, AccelScan scanners and the.2Know! response system.
The majority of these obligations will be satisfied within one year. .- = . -, cue e RN

As of December 31, 2006 our approxrmate contractual 0bl1gatlons for operatmg leases and purchase

obhgatrons (by perlod due) were as follows _ R L _ -
' | mo . e . ' . l b J,l_ﬂ O Pairménts'Dn‘e lfy’ﬁe'rtod ek ‘ ‘
o : ' C T T T T Tess Than 1 13 3.5 More Than '’
- Contractual Obligations v e . 4t Ve Total . . Year © - Years *. Years - 5 Years i1 .
P S ‘ o st ey N st iy L (In thousands) vty N IR
Operatmg lease obligations'.. . &7 2o 08 7,108 L - $1,969 - - $3,700 r‘$653 L 18786
‘Purchase obligations™. . . . ... - '.".‘ v 5170 5151 l9 CL
R by T I
Total ........ ..o $12,278 $7 120 $3 719 $653 $786°

. Renremem Plan We have estab]rshed a Supplerlnental Executwe Retrrement Plan (“SERP”) for: the provrsron
of retlrement beneﬁts to members of our semor managemenl Under the terms of the plan partlctpants elect to defer
recelpt of a pornon of their cornpensauon and 1o hypothetlcally mvest it in certain mutual fund mvestments Upon a
participant’s retirement (or certain other events) the Company has an Obllgatlon to repay the participant’s acct)unt
balance, which is the net of the deferred compensanon a defined maiching company contribution and the
hypothetical market gain or loss,of each participant’s mvestment selecttons As of December 31, 2006 we have
fully funded the $1.6 mllllon aggregate contractual obllgatlon for future payments to SERP pamc1pants The SERP
:s more fully descnbed in Note 11 of our Notes to Consolldated F1nanc1al Statements '

Othér Obligations. As of- December 31, 2006 we did . not-hold any ]ong-term debt obhganons long term
purchase obligations or material capital lease obligations. * w6 o Lot

. . Crltlcal Accountmg POllCleS and Estlmates .
» The foregomg drscussron is based on "our consolidated ﬁnancral‘statemems whrch have been prepared in
accordance with accounting principles generally daccepted'in the:United States of America. The preparation of these
financial statements requires management to make judgments; estimates'and assumptions that'affect the amounits
reported in the financial statements and accompanying:notes. Actualresults could differ from those estimates. The
following is a list of our critical accounting policies defined as those policies that we believe are the most important
to the portrayal -.of our financial condition and results of :operations-and/or require management’s significant
judgments ‘and estimates. This is not intended to:be-a comprehensive list of alliof pur:accounting policies. Our
significant accounting policies are more fully- descnbed in.Note 5 of our Notes to, Consolidated -Financial
Statements T CTae T ot T - T S

, Revenue Recogmrwn We recogmze revenue from our software products in accordance wrth Statemem of
Position No. 97-2 “Software Revenue Recogmnon issued by the Accountmg Standards Execunve Commmee of
the American Institute of Certified Public Accountants, Under this accounting standard, revenue is recogmzed
when the following have occurred: persuasive evrdence of an arrangement exists, product delivery and acceptance
has occurred ora servrce has been performed pncmg is fixed and determmab]e and collectibility i5 probable
Revenue is recognized as follows: (i) at the" tlme of shlpment to customefs for perpetually lrcensed off- the—shelf
software products and related telephone support with a duration of 12 months or less sold with the product (n) on
the percentage-of-completion basis for software products which require significant customization or modification,
(iii} as seminars are performed for training, {iv) straight-line over the term of the support agreement for other
software support agreements, (v) as the servrce is performed oron a stralght -line basis over the contractual period
for technical and consulting services, and’'(vi) straight-line ovér the subscription period for subscription based
products. Accordingly, management is requ1red to make Judgments asto whether prlcmg is fixed and determmable
whether collectlblllty is reasonably assured and what the percentage of completlon rs as of the financral repornng

f J v H . N .
date. L O ) o -
! [ . Y EYY P .

Expenses are.recognized and matched agamst revenues for;the repornng period-presented in-the financial
statements. We record accruals for sales returns and doubtful accounts at the time of revenue recognition based upon

. P ER o
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historical ‘experiénce as well as other factors that in our judgment could reasonably be expected to cause sales
returns or'doubtful accounts to differ from historical experierice. Changes in such allowances may be required if
future returns or bad debt activity differs from our estimates. :

Impairmem or Disposal of Long Lived Assets, We evaluate the recoverability of the carrying amount of long-
lived assets whenever events or changes in circumstances indicate that the carrying amount of an asset may not be

. fully recoverable, We évaluaté the recoverablhty of goodwill and other intangible assets with indefinite useful lives

annually or more frequently if events or cnrcumstances indicate that an asset may be impaired. Management uses
Judgment ‘when applying impairment rules to determine when an impairment test is necessary. Examples of factors
which could trigger an-impairment review include a significant decrease in the market value of an asset, a significant
change in the extent or manner in which an .asset is used, and significant adverse changes in legal factors or the
business climate that impact Lhe_,value of an ‘asset.

lmpmrment losses are measured as the amount by which the carrying value of an asset exceeds its estimated
fair value. Estimating fair value requires that we forecast future cash flows relited to the asset SUb_]CCt to review.
These forecasts require assumptions about demand for our products and services, future market condmons and
technologlcal developmenls Other assumptlons include determining the discount rate and future growth rates.
Changes to lhese assumptions could result i an impairment charge in future periods.

Software Suppart and Product Warramy Obhganons We record a liability for the estimated cost of software
support and hardware warranties at the time of sale. Esumated costs are based upon our historical cost experience of
fulfilling these obligations as well as other factors that in our judgment could reasonably be expected to affect those
costs, such as trends in the cost of providing telephone support and product return rates. If the actual costs of
fulfilling these obligations differ from our estimates, it could result in additional charges to cost of sales in future
periods.

Software Development Costs. We capitalizé certain software development costs incurred after technological
feasibility is achieved. Capitalized software development costs are amortized on a product-by-product basis using
the straight-line method over the estimated economic life of the products, which is generally estimated to be
24 months. Amortization. begins when the products are available-for ‘general release to customers. If the actual
economic life of our products is shorter than our.estimates, it could result in an impairment charge in future periods.

Taxes. At the end of each interim reporting period, we estimate the effective income tax rate expected to be
applicable for the full fiscal year. The estimated effective income tax rate.contemplates the expected jurisdiction
where-income is earned (e.g.,.United States compared to non-United States), the estimated amount of certain tax
credits, as well as tax planning strategies. If the actual distribution of taxable income by jurisdiction varies from our
expectations if the actual amount of tax credits varies from our estimates, or if the results of tax planning strategies
are differént from our, estlmates adjustments to the effective i mcome tax rate may be required in the period such

rs

deterrnmatlon is made .

We record a liability for potential tax assessments based on our estimate of the potential exposure. Due to the
subjectivity and complex nature of the underlymg issues, actual payments or assessments may differ from our
estlmates and require tax provision adjustments in future periods.

t
*d
.

~ Recent Accounting Pronouncement

In June 2006 the Fmanc1a1 Accountmg Standards Board (FASB) issued Financial Interpretation No. 48
(FIN 48), “Accounting for’ Uncenamty in Income Taxes.” This interpretation provides specific guidance on how
enterprises recognize and measure tax benefits associated with uncertain tax positions. FIN 48 is effective for us on
January 1, 2007. We have evaluated FIN 48 and have determined that its adoption will not have a significant 1mpact
on our financial statements. "t S - :
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Item 7A. Quantitative and Qualitative Disclosures About:Market Risk: <"+ -« .* .0 ot

Interest Rate Risk. Our exposure to market interest rate risk consists of: (i) the increase or decrease in the
amount of interest income W& &an éarn On oiir investment portfolio and (i) the decrease or increase in value of our
investment security portfolio if market interest rates increase or decrease, respectively. We anticipate that we will
have sufficient liquidity to hold our investments to matunty, ‘therefore, we do not expect to recognize any material
losses or gains related to an increase or decrease in market interest rates.. .. .. . I

* . Market Risk. Ouriexposure:to market risksrelates to-the- quality: of the holdings in out investment security
portfolio. The fair market.value of our investments is subject to increases or decreases’in value resulting: from the
performance of the securitie§ issuer, from upgrades or downgrades in the credit worthiness of the securities 1ssuer
and‘from- changes inrgeneral: market.conditions: 7 -+ L) v b b s T

. ‘ .

We seek to manage our exposure to market risk by mvestmg in's accordance wrth our corporate 1nvestment

policy as established by.our Board of Directors. The goals of the policy are: (i) preservation of capital, (ii) provision,

of adequate liquidity*to.meet projected:.cash: requirements, (iii). minirization: of risk- of principal loss through

diversified short and mediumiterm ‘investments’and*(iv) maximization.of ylelds in relanonshrp to the guidelines,
risk; market condmons and tax'cofisiderations. *s's % i R R L BRI

| R My Tl T o e L av .
Out mvestment pohcy penmts mvestments 1n obllgatlons of !the U S Treasury depan;ment and |ts agencres,

money market funds and hlgh quahty mvestment—grade corporate and munlclpal mterest—bearlng obllgatlons The
policy irequires: diversification! toprevent.éxcess: concentration 'of issuer risk'and. requires the maintenance of
-minimum liquidity.levels4The policy précludes investment in.equity: securities except for the specific purpose of:
funding the obligations related:to our: Supplemental Executive iRetitement ‘Plan (see Note 11 of our:Notes to
Consolidated Financial Statements)i"As of December 31, 2006, our.investment securities had a market valué of
approx:mately $4 l mllhon and a carrymg value of $4. L mllllon Due to the type and duratron of our investments we'

do'not expect to reallze any ptftterral gams or losses related to market risk. . . . L
bR e A L : ' »
Foreign Currency Exchange Rate Rrsk The ﬁnanc:al posmon and results of operations of our forergn

P LA T T

N .
subsndranes are me;asurled usrng local currency Revenues and expenses of such subsrdlanes have been translated
Foor gl O v alily L

into U. S, dollars  using average, exchange rates prevaﬂmg durlng the pertod Assets and llabllmes have been .

A Ta b

translated at the rates of exchange onlthe balance sheet date Translatlod gams or losses are deferred as a separate,
component of shareholdersj equnty Aggregate forergn currency transactton gains and losses are mcluded in'
deterrmnmg net income. As]such our operatlng results are affected by ﬂuctuatrons in the value of the u.s. dollar
compared to the British pound Canadlan dollar Euro ‘and Indian Rupee ‘At this'time, forergn exchange rate nsk is,
not significant due to the relative size of our foreign operations and revenues derived from sales in foreign currency

UL AGENNT A LTI
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Item 8. Financial Statements and Supplementary-Data . Tt U SR RIS S

kb S IR S R S A : T
o REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

- . . .- - T . TP oLt ‘ f "
To the Board of Drrectors and Shareholders of, . : - R A
Renaissance Learning, Inc. and Subsidiaries - . T Ci e

-. +We have audited the accompanying consolidated balance sheets of Renaissance Learning, Inc. and subsidiaries
(the - “Company”) as..of December 31, 2006 and. 2005, and the; related ;consolidated statements of income,
sharcholders’ equity, and cash flows for each of the three years in the period ended December 31, 2006. These
financial statements are the responsibility of the Company’s management.!Our.responsibility is to express an
oplmon on these financial statements based on our audits.

i We conducted our audits in accordance wnth the standards of the Publlc Company Accountmg Oversight Board
(United States). Those standards require: that. we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on-a test basis,
evidence supporting the amounts and disclosures in the financial statements:. An.audit-also includes assessing the
accounting principles used and srgmﬁcant esnmates made by management, as_ well as evaluating the overall
ﬁnanc1al statement presentanon We belleve that our audits provrde a reasonable ba515 for our oplmon "

In our opinion, such consolidated: ﬁnancral statements present farrly. in all matenal respects, the ﬁnancral
position of Renaissance Learning, Incrand subsidiaries as of December 31,-2006 and 20035, and the results of their
operations and their cash flows for eachrof the.three. years in the period ended December 31, 2006, in confomuty
with accounting principles generally accepted in the.United States of America. - . v

" As described in note 5 to the consohdated ﬁnanc1al statements, on January I, 2006, the Company adopted
Statement of Financial Accounting Standard No. 123R, Accounting for Stock Based Compensation.” "

“ We havé also audited, in accordance with'the standards of the Pubhc Company Accoummg Oversight Board
(Umted States), the effectiveness of the Company $ internal control over ﬁnancral répoiting as of December 31,
2006, based on the criteria estabhshcd in Inremal Conrro[ — Integratea' Framework 1ssued by the Comnnttee of
Sponsoring ‘Organizations’ of 'the Treadway Commlssmn and ‘our report dated February 23, 2007 expressed an
unqua]rﬁed opinion on management ] assessment of the effectiveness of the"* Company s internal control over
ﬁnancral reportmg and an unquallﬁed optmon on the effectweness of the Company s mtemal control over ﬁnancral
reporting.’ "

S T . 1‘.;"..\--’.

DELOITTE & TOUCHE LLP

Milwaukee, Wisconsin
February 23, 2007
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1
‘ 2
RENAISSANCE LEARNING; INC? AND SUBSIDIARIES : ! o
: CONSOLIDATED'BALANCE SHEETS .. - ) {
L Y AsTof December: 31,2006 and. 2005+ 27 ' '
: : ' 2006 20058
) '“1'“15 N S P :
: “(In Thousands, '
R R T AR A9 . . . , . Except Share and '
iR T, ' - Per Share Amounts) k
. ASSETS ’ . S A
Current-assets: /b 1 0 2T 0o . e o e . Lot c
. r&CﬂSh and cash equivalents ... = .o Lo CRRERRRE e § 25978 J.‘§‘,‘._'I.08:3 )
lnvestmentsecumlcs ..... TP 2,500 23,363, i
- Ackdunts receivablé, less allowance of $1,133 and $1,340, respectively. . . -\ L. ... T4 10528 46 11,393
Inventories ................... R T e 4,108 5 4r 4,138 I
- Prepaid expenses ... ... ... e S e R 1.896 ;'._,‘154_11,-‘72_2 ' J :
,Income taxes recewable R EEPRRR e e e e e : 1291, . . a T
‘Déferred tax asset -, 5. 1o T, [P e o0 359 "-‘ 3,693 7t
* Other current'assets , ., .. .. O R Cee e ’---97 A 390!
- Ay Total current assets. w0 ... L. SO e 49.994 co 51,782 .
Investmenlsecurities............................:...-..._..- ..................... . 1.6.25vr;i,_4.l__:§_2 ;
Propcrty, plant and equipment, net . . . . ... e e Ve e . 11811 11,475 ;
: Deferred tax asset ............ SO e O . — 738
Goodwil ...} 7" DU LN a6918 Vs 006
Othér intangibles, net. ... .. ..~ F. ... ... e DrioL., ottt 6124 T 6787
Capitalized software, net. .. ... T oL —‘l o 1270 420 !:
. Other receivables. _.—‘: S - % e T A .'.-'r'm T 3909
Other ion-CUrTent B85 . - - . . . "o e FI A, 4577 1,233
(o Towlasets.. P AT e su77i’ g $|283sz
. ] ! N *y - . & [P B iy e X - T — .=
s LR P ‘7! _ LIABILITIES AND SHAREHOLDERS’.EQUITY - ... Aottt
C“”Ei’-' liabilities::. . - et . . a PUNE T I O SR P =oapd ,
iAccounts payable. - RERUTNEURRERE Ceeee e PERRPRREE . e R ‘$ 2782 h.S 3.280 ; ;
-Defen’edrevenue::.'.....:'...'.-.*....:.'.'..' ..... P, T SO0 23381 18255
© Payroll and employee benefus & [ ... ... ... PN A e e 2T L T L ATS0 ‘{‘4.156 ‘
.('Incomelaxespayable.._...........................‘.' .............. Bl Coiilnm e — 3113 L
. Olher current lli:bl[l‘llcsi. . ‘ . "( ............. e T SRREREERERT TR B '3.4!29 'v: 4, 239 r
C T =7 "Total éurrent’ liabilities .. 7T ... L . 34,712 30 243 X
Deferted fevenue . . . . ...\ttt _..............;.....;.';!'.'J""BSS“"—“’670 i
Deferred compensatiou and other employee benefits . . .. ............, o I Ce e - L665 % i 1.603 o '
Deferred tax liability . ...> ..%. ... e ST A e e B8y -
ehely (oY “Total I!ablllll.ES. PR I, I e L i ety 138,140 32.5:16 ‘ il
Shareholders equlty - ‘ ‘ PR ' e
~~"Common stock, $.01 par; sharcs-authorized: 150,000,000; 1ssued 34 736,647 shares at December ) P ' '
2006 and 2005 . . . ... e e e e e 347 . 4 M7
N Addltlona] paid-in capital . . .. .. P EREERREE RERRREEEN :: ...... REERRRE SRR 55 5‘42 T oses2
s Relamcd eaangs e P T ; 12‘*‘4 29.0 llS 233 .
i Treasury stock at cost: 5,733,130 shares at December 31 2006; 4 387, 594 shares at December 31, " !
g 20057 Gl e D _....(99265) (78845):
" Unédred resl.ncted stock compensatmn e e e e e (1,417) (438) :
Accumulated other comprehensive income . .. ..... ... e PP e - 14 47 }
i Total shareholders’ equity . ................... I NP P e .. 79,571 95,866 -
| Total liabilities and shareholders’ equity. . ... ...... » e e $117.711 - §$128,382" :
| ’ “ -
The accompanying notes to the:consolidated financial'statements are-an integral part of, these balance sheet:s..‘ ’
N ) |
f N i !
1 i
. -
+ f :
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RENAISSANCE LEARNING; INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
For the Years. Ended December 31, 2006, 2005 and 2004

= 2006 2008 2004
, . {In Thousands, Except Per Share
.o y , Amounts)’

Net Sales: . !
Products . . ..o ooeiii e e $ 90,750 $ 94,296 -$ 91,482 :
SErviCes .. ......virriin.n, B PP 20,778 21,987 - ' 20,242

g " " " - e

. Total net sales . . ... S e oo 111,528 116,283 111,724

Cost of sales: . ' ‘ . : :

UBOAUCES « « e e e e 16,455 12917 6.167 l
Services .. ........... P © 10,011 8,669 9,532

Total costof sales ............. . ...l 26,466 21,586 15,699

e Grossprofit. L. e 85,062 94,697 96,025

Operating expenses: . -

' Product éevelopment. R R EEEEERR e e e e 17,291 17,046 _ 14,536
Selling and marketing . . ... ............ e 33,639 30,778 30,55.l
General and administrative . ... .. .. e e 16,330 12,989 12,005

Total operating expenses ........... P 67,260 60,813 57,092
Operating income .. .. ... TR U 17802 33884 38933

Othér income: '

Interest inCoMe . . .. oo vvvvunenn. .. . e 1,078 1,324 1,072
Other,net ................ LR T9T 15 1 LA UL AU 156 2,170 568

Income — rc:ontinuing operations before income taxes ............... . 19,036 37,378 40,573

Income taxes — continuing operations. . . . ... e e - 7,043 13,211 15,012

Income — continuing operations . .. .. .. OO 11,993 24,167 . 25,561

Income (loss) — discontinued operations . . . ............ . — . 584 (2,859)

Nt TCOME . v e v eve e e e e, . $ 11,993 § 24751 7 $ 22702

Earnings (Lossl) per share: .

BaSiC [} A . B . . . R
- . Continuing operations .. ............ e e $ 041 :8% 078 % 082
" Discontinued Operations . . ... ... .. i 0.00 0.02 (0.09)
Net income ......... I e e . $ 041 $ 08 § 073 i
Diluted ‘ |
Continuing operations ........ L $ 041 $ 078 $ 082 |
Discontinued operations.. . ... .. e s . 000 0.02 0.09) !
Nétincome ....... U $ 041 $ 080 § 073 |
o . " ' |
, . : |

The accompanying notes to.the consolidated financial statements are an: integral part of these statements. . !
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RENAISSANCE LEARNING, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS'OF SHAREHOLDERS' EQUITY
For’the Years Enidéd December- 31, 2006, 2005 and 2004

. - Accumulated
St eh ‘ -Common  Additional Unearned Other Total

Stock Paid-in  Retained ’[Yusury Restricted Stock  Comprehensive Shareholders'

: Amounl(l)l" .+ Capital'»** Earnings Stock .- Compensation  Income (Loss) -+ Equity - +

T :;-.‘." ey (In Thousands) o

Balance, Deceinber 31-2003°, -..:.  $347 $54,167 $148.596 56983) 8 — $'s8  '$133330
Net.ncome.‘.“...........‘.'...'-' = a2, = R 270

- Foreign curreficy translancn ..... — .. = - . - . — 46 46

E Comprehenswe 1ncome5 ..... ) _ T . ) . B _' o . Ny ' . 22,748
‘Dividends ($2 31 per share)\.’. - — . = (71,609 e — e (71 609)

. “Stock repurchased for Ueasury. . — ML e Y (5,539) - - AR - o G, 539)
Exercise of stock options ... .. .. Lo A3 <5164 o= = '.'.‘.'. 433[
Tax benefit on stock opticns ..... —. 1,156 — — — — a1 156
Balance, December 31,2004 . . .. . 347 54490 99,689 (70.213) — 4 84417
Net ncome’. . ....... Ve e — — 24751 —_— — — 24751
Forelgn currency Lranslation i T/ — — - —, (57) f M -T)
I Comprehenswe mcome o . . : NP i 24 694
'Dmdends ($.20 per share) ...... — - — (6207) — = R *,(6.207)
\ ,Stock rcpurchased for Lreasury ; —_ = (32 374) S Ty T . (32,314)
 Treasury shares issued for purchase ) : T . :

. of AlphaSmart. .. ..o, — 2171 — 20895, — ... -, 23066
Exercise of stock options .. ... .. — (350) — 2455 . = '," ‘..,w, —aa e 2105

« Tax benefit'on stock options . . . . . = 12 . — e =l gl 2
Resmcted stock grants . .. . . e . S B A ”f4?’1)j ..‘.i‘;{, ‘ = ""’. L "f

* Shared- based compensatxon ...... — — — — =53 - L 53
Balance, December 31, 20(}5 ...... 347 - 56,522 113,233 (?8,845) ) (:'138) o ) 47 ‘ } 95 866
Net i mcome.. ................ - — . 11,993 e i 11 ,993

- Foreign currency translatlon ..... —— e a— LI — ot 27 r 27
o ComprehenSive income . ..’ T A ‘“,‘ . .‘,':,!J A le,OﬁO
- Dividends §.20 pershare) ... - 9. — =1 (59%)
“Stock repurchased for treasury. .". . — — - (22 474) o=, = (22.474)
Exerclse of. slock options .., .. ., — . (2 — . 18 o L= ..o 16

" Payment for cancellatxon of stock SRR : e
G optlons g Lo o .(ll(’)QQ! T . = A : 7 . (1001)
e Share based compensanon». B R - — — 601 - ... 687
- Tax, benefit on stock options . . .. . —_ .- 393 . L= - — — v 1393
" Rcsmcted stock grants et — o (456) — 2036 Q580 o = - —
Balance December 31,2006 ,..... SMT 855542 $124290 $99265) §(1417) . L s . §'79570
i Vi " ' [ 1.‘ M Mat " i T F 2 .-'1 ¥
(1 Common Stock $0. 01 par value 150,000,000 shares authorized. . ’ ~ ’ . ‘ | }‘. @ ”
l ;r':: PRSI ) . H; i b
AL ALroo S e e R A FT R

The accompanying notes to the consolidated financial statements'are an integral ‘partiof these statements.:
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RENAISSANCE LEARNING, INC.-.AND SUBSiDIA_RIES

‘711 ' CONSOLIDATED STATEMENTS OF .CASH FLOWS .-/,
For-the Years Ended December 31, 2006, 2005, and 2004

2006 2005 2004
R - A S (In thousands)
Reconciliation of net mcome to_net’ cash prowdcd by operatmg actlvmes A _ | :
Netincome. . ... .. ... ittt et e e .8 11,993 0 $24751 $ 22,702 !
,,(Income) loss from discontinued operat:ons‘. Lt a g — (584) 2,859 !
Income from continuing OpPErations . . ... ... ... . ... . T 11,993 24,167 25,561
Adjustments to arrive at cash prov1ded by operatmg activities: ST o
-. Depreciation and AMOPHZAON . & v v o v et ettt e v ha i nene s 3,541+ .03,179 0y 3,315
Amortization of investment discounts/premiums . ................ ' 163 396 . 696
‘Share-based compensation eXpense .. ............c..enen.n. C oo 68T 53 Mt
. o Deferred income taxes. . .............. M i e e o 2719 1,437 Su- 118
- Excess tax benefits from share based payment arrangements. . ... ... . (393) o (112). . (1,156)
" Gainon sale of property ... ... @) (1,798) 9
Changc in assets and liabilities, excludmg the effects of acqu1smons and : ) ot
«?1 divestitures 1 . e N LU S
. Accounts recelvable ............... oo e e 938 1,903 . 4,090
- Inventories . ... ... ... L oL Lot (33) -+ 568 4 +(94)
Prepaid expenses. . . .................: e e i (291) (369). -.: 107
, Incometaxes......... ... .. .iiiiiiiiiiiii 975) ., 93D . . , 214
" -Accounts payable and other liabilities ........................ " (1,405) " (483) 650
Deferred revenue. . .. ... .. ... e e 5711 .0 & 1,821 6,034
Other CUITENt @SSeLS. . .. .. ... i iiea it ianeans 293 . 1460 |, 437
“Other ............ e e e (375 128 (33)
Cash provided by continuing operating activities . ............. L. 22,268° 31413 7 39,520
Cash used by discontinued operatlons .............. e o Thaah SICE16)+ e (3,437)
Net cash provided by operating activities . .. ............ e T...T 22268 - - 310297 ¢ 36,083 -
Cash flows from investing activities: " - - . SR
* Purchase of property, plant and equipment. .. ... ... il O(2,819) 1 2 (2,419)° 0 (1,046)
Purchase of investment securities. . ..., ............. e 517y . (6,834). (46,408)
Maturities/sales of investment securities. . . ...................... 23,722 25049 48,949
Capitalized software developmem CostS . . ... SURPE [P AU - -(689) TR V- (563)
Proceeds from mortgage note . . . .. e e e e e 5,909 . L. 9 —_
Net proceeds from sale of property .. ..... BRI P 23 7 3166 1
Net proceeds from sale of subsidiary . . ...... T e e — 75 0L —
: Acquisitions of business, net of cash acquired....................... — .39 .. —
Cash provided (used) by investing activities. ... .................. 25,629 (15,2]2)_" . 933
Cash used by discontinued operations .................. ... ... = — “ (365)
'’ Net cash provided (used) by investing ACHIVItIES 7. veennn.. T 25,629 - (15 212) 568
Cash flows from financing activities: e - R R
- Return of capital to n'unorlty interest ., . ............ O T o et S (98) (54)
Proceeds from exercise of stock options. . ............ ... ... g 16 ., 2,105 n 4,331
_Payment for cancellation of stock options ....................... (1,00[) ho
"Excess tax benefits from share based payment arrangemems ......... T 393 1]2 ; l 156
Dividends paid . ... .. .. T (5,936) (6,207)-"""(711609)
s Purchase of treasury stock. .. .. ... ... ... L i i (22,474 (32,374)y: (5,539
Net cash used by financing activities ......... e (29,002) . (36,462) - (71,715)
Net increase (decrease) in cash and cash cquwalents e ‘ co.i.. 18,895 . (20,377) (35,064)
Cash and cash equwalents beginning of period ... . Lot N ©7,083 27460 - 62,524
Cash and cash equivalents, end of period. . . ..........cvveennnnnn, $ 25, 978 $ 7,083 §27, 460
.t :' . 1. ‘}( Lo A.I S W - 1
Supplemental cash flow information | "
Cash paid during the year for— :
Income taxes (netof refunds) . ... ..... ... ot $ 5281 $11,121 % 13,054
The accompanying notes, to the consolidated financial statements, are an integral.part,of these statements. ", . .
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RENAISSANCE LEARNING, INC. AND SUBSIDIARIES . !
h; NOTES TO .CONS_O[;IDATED FINANCIAL STATEMENTS. .*; ;¢

(1) Consolidation .- .- 'v:‘aiz-' T EL U LA LI

i BRI * S [ et
. ,The consolldated ﬁnancml statements mclude Lt:eﬁnancna] }'esults of Renalssance Learmng, lnc ( Renals—
sance Lea.rmng ") and our sub51d1ar1es (collecnvely, the “Company") " T v
et L S T TL TL L S VLU IS ER whgl et 0 ’-_--" Yoo T e ‘.-"u:. AR TR
{2) Basis of presentatlon ) N T AU IR SN [ P

Except as indicated, amounts reflected in the consolidated financial statements or the notes thereto,.relate to
our continuing operations. Certain-prior year amounts have been reclassified to conform fo the current year
presentation. Generation2] Learning Systems LLC (“GeneratnonZl") was divested during the first quarter « of 2005
and, therefore, its results for. all ,periods presented in the consolidated financial. statements .are reflected,as
discontinued operations. All. significant intercompany, lransactlons and accounts have been ellrnmated in
consolidation. ; € e e . B T o R P I VR SR NV

4

s . s . ) AP ", fy gl ]

(3) Nature of operations ‘ . ¢ ) NN

LN
e ke ol R L P

Rendissance Learning, Inc. is a leading provider of technology for personalizing reading, math, and writing
practice for pre-kindergarten through senior high (“pre-K-12) schools and districts. Our products accelerate
- learning and improve test scores by facilitating increased student practice of essential skills, increasing the quality,
quantity, and timeliness of performance data available to educators, helping educators motivate students and
providing student access to low cost computing solutions. . S A,

Our educational software covers a wide range of subject areas mcludmg readmg, early literacy, mathemaucs

writing, vocabulary and language acquisition. We provide customizéd assessment software’ to- educatidnal pub-_ ‘

lishers which supports many of.the popular textbook series used in .K-12 and post-secondary educational
institutions. Our flagship product is Accelerated Reader, which provides educators with information for motivating
and monitoring increased literature-based reading practice and to support instruction. Our other software and
service brands include: STAR Reading, STAR Early Literacy, Read Now Power Up!, Accelerated Math, STAR Math
MathFacts in a Flash, and English in a Flash. _.,

. [ L e
* Qur hardware products include AlphaSmart laptop computing devices that run cun‘iculum-sbeciﬁe soft’wé}r‘e
focused on.skills improvement and real-time formative assessments.<The units offer schools the ability to-provide
students with significantly improved access to portable computing at a fraction of the cost of conventional f)érsorfal
computers. Our 2Know! response system allows educators to easily: éncourage studerit classroom: pam(:lpallon and
obtain instantaneous- feedback that can-be; used: to. quickly . assess ‘student. comprehensnon and .performance!
Additionally, we sell our patented Accelscan optical-mark card scanner which is used pnmanly wnth Accelerated
Math 10 automate scoring and recordkeeping tasks. s

We offer a full line of professional service and support solutions that integrate with, con“li)le‘r'nent. andénharice
the effectiveness of; our prod[;e'ts‘. Sold separately or bundled with our products to provide a complete solution, our
service offerings include. training workshopsand seminars, report and data.analysis, program evaluation, guided
lmplementanon,,remote web-based . training, Lsoftware support, . software mstallatmn database conversmmand
integration services, and apphcanon hosting. . ... ey w3 et e it

SRR S R A S O F e

+ . ! . . . . P .
I 2 I S . v A § o -h."l.vtu

" On June 27 iOOS we.acquired- all, of . the outstandmg common, stock of AIphaSmart a.prowder of laptop
computing devices for K-12.schools: The results of -AlphaSmart’s operations. are included- in our consolidated

(4) Acqmsmon

financial statements since-that- date. AlphaSmart.products are easy-to-use laptop-computing devices: that-run-

curriculum-specific software focused-on skills improvement and-real-time formative assessments. The. units-offer
schools the ability to provide students with significantly tmproved access to portable computing at a fraction of.the
cost of conventional personal computers.— 4 - - .- s oA .y 0 L e iy 1!r
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RENAISSANCE LEARNING,; INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

The aggregate purchase price was approximately $58 million dollars which consisted of $34 miilion in cash,
$23 million of our common stock (1,157,355 shares) and $1 million of transaction costs. The purchase price was
allocated to the assets acquired and liabilities assumed according to their estimated fair values. The values assigned
to tradename and customer relationships are based on an independent appraisal. The tradename has an indeter-
minate life and is not amortized. The customer relationships intangible has a 10-year esumated useful life and is
being amortized on an accelerated method (Note 6).

The following table includes out pro forma results of operations enidéd December 31, 2005 and 2004. The pro
forma financial information summarizes thé results of operations for the periods indicated as if the’AlphaSmart
acquisition had occurred at the beginning of each of the years presented. The pro forma information contains the
actual operating results of AiphaSmart with the resuits prior to the acqmsmon date adjusted to include the pro forma
impact of: the amortization of intangible assets, lower interest income s a result of the sale of available-for-sale
securities to fund the acquisition and the elimination of merger related costs. These pro forma amounts are not
necessarily indicative of the results that would have been obtained if the acquisition occurred at the beginning of
each of the years presented. .

Twelve Months Ended
December 31,
2005 - 2004 o

P . . - (In Thousands, Except
: . per Share Amounts)

Netsales. ... e e $131,576 $147,151

... Income from continving operations . . . ... e e e 24,104 26,971
-'i’ Eamings per share from continuing operations ' o C .

. Basic earnings per share .......... e e $ 075 § 083

Diluted earnings pershare . . .. ........ ... ... ... . e 0.75 - 0.82

‘4 . ME R 3 P . v

(5) Significani accounting policies

{a) Use of estimates

The: preparation of financial statements in conformity with accountmg pnnclplcs gcncrally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amount
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the repomng penod Actual results could differ from' those
estimates, - * ‘. . . . : '

(b} Revenue recognition

oo, ' R ' . e

We recognize revenue from our software products in accordance with Statement of Position No. 97-2
“Sofiware Revenué. Recognition™ issued by the Accounting Standards: Executive Committee of the American
Institute’ of Certified Public Accountants; Revenues are recorded et of an allowance for ‘estimated returns
Allowances for bad debts are also recorded at the time of the sale. ' - ' -

Product revenue is derived primarily from the sale of educational software and hardware. Revenue from sales
of hardware are generally recognized when the product is shipped to the customer. Revenue recognition from sales
of our software depends on whether the software is: (i) off-the-shelf or customized and (ii) how it is licensed, i.e.,
perpetual license or subscription. We recognize revenue from off-the-shelf perpetually licensed software sales upon
shipment to customers. Subscription-based software sales are recognized as revenué on a straight-line basis over the
subscription’ period. Sales of software that require substantial modification. or customization are recognized as
revenue using the percentage-of-completion method of accounting. Revenues and deferred revenues from software
that require substantial modification or customization are not significant in any of the years presented.
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) RENAISSANCE LEARNING, INC:{AND SUBSIDIARIES [
* NOTES:TO CONSOLIDATED FINANCIAL STATEMENTS —: (Continued)

i 1 Service revenue .is'derived from(i) training.seminars; (ii) elephone support-agreements, (iii) consulting
services and (iv) technical services. Révenie from training seminarsiis recognized whenthe seminar or workshop is'

. performed Revenue from consulting-and technleal services is recogmzed as the service is performed or on a

stralghr lme ba51s over'the eontractual penod Telephone supporl mcluded wrth sales of perpetually hcensed

related costs: of providing the telephone Support accrued “for'at thé ‘same" timie:” Revéie from ‘othier support '

agreements‘is initially recorded as deferred révenué and then recogmzed as revenue on a Straight-line basis over the
term of the agreement, typically 12 months. - : . L

Deferred revenue includes (i) amounts invoiced:for prodiicts not yet deliveréd and services not yet pérformed,
(ii} advance invgicing on contracts and (iii) that portion of support agreements and subscription-based product sales
that hasinot yet been recogmzed ds reveniie, . . !

il -+ i e i JLd

LR~ - - — P

(c) Impairment or Drsposal o_f Long-Lived Assers

vt I

We evaluate the recoverability of the carrying amount of long- hved assets whenever events or changes m
recoverabllny of goodwrll and other mtadéible assets with indefinite useful lives annually, or more frequently if
events or circumstances indicate that an’asset may be impaired. Management’ uses its judgiment when applying
impairment rules to determine when an impairment test is necessary. Examples of factors which.could trigger a1'1
impairment review include: (r) a srgmﬁcant decrease in the market value of an asset, (ii)a srgmﬁcant change in the
extent or manner in which an asset is used and (iii) significant ‘adverse changes in legal factors or the busmess

o ~ [

cllmate that 1rnpact the value of an asset. i

H % e Pty it

lmpalrment losses are measured as the amount by whrch the carrymg value of an asset exceeds its estimated

fair value. Estlmatmg fair valie: requ1res that we forecast future cash flows relatéd to the aSset subject to review.

These forecasts requ1re assumptlons about demand for our products and services, future market conditions and
technological developments. Other assumptions include determining the discount rate and future growth rates.
Changes to these assumptions could result in an impairment charge in future periods.

(a'), Cash and cash equivalents .« - 0 e sy S A

*"Cash amounts on deposrt at banks and highly llqmd debt instruments purchased with'an orlgmal maturity date
of three months or less are included in-tash and ¢ash equ1valents ‘Debt instriments 'are carriéd 'at cost, which
approximates market value due to the short-term nature of those instruments. Cash and cash equivalents consisted of
the following at December 31: ~ S . '

. gt e e 2006 2005
i . -r_ ! IS e lx-.- FLASE P - A1V i . .:- "., T (]nThousands)
Cash and time deposits . . . . . STt e e T 750837 $7.083
Municipal obligations . .. .............. ... ... .. e 20,025 =

, 825978 $7.083
IR coafer , ,.,"‘;. .
R O

o Nl ) LIRS LA pen AT gL [TTISTR S OF R FH E ST T S S TTEPPR o1
(e) Invesrmem securmes L. 3 . o
FAR P S T A T . e, A P X ’

We classify our invéstmerit'securities #s'“held:to-maturity” or “trading” in accordance withi the provisions of
Statement of Financial Accounting Standards No. 115, “Accounting for Certain Investments in Debt ‘and Equity
Securities” (SFAS | IS) We do not have any 1nvestments classified as “available for sale

) LT I | R R T+ . oL, L [ T B CRI A 13 S T R I
#  Debt securities have an original-maturity of more than three months and a remaining maturity of less than
twenty-four months. All of our debt securities are classified as held-to-maturity and are'carried.at amortized cost.
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RENAISSANCE LEARNING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The fair value of our.debt securities listed below are based on quoted market prices. Our investments in debt
securities consist of commercial paper, corporatc bonds and municipal obllgatlons

The equity securities we own are held for the purpose of funding our Supplemental Execunve chremem Plan '

(“'SERP") as further described in Note 1 1. These equity securities are classified as trading and are therefore carried

* at their current fair value based on quoted market prices. Our investments in equity securities consist entirely of

various mutual fund shares in amounts that conform to the aggregate mvestment selections of the participants in the
SERP.

.

Investment securities consisted of the following at December 31: . , "

v a S 2006 2005

Carrying Fair ~ Carrying Fair
Value . Value - Value Value

{In Thousands)

Debt securities due in less than 1 year:

Corporalc bonds ............. U il 85— 3 — $3000 32976
Municipal bonds. ... ... U000 2,500 2,496 20363 20,270

Current investment securities . . . . . . RN 2500 2,496 23,363 23,246

Debt securities due in 1 to 2 years: : .
Municipal bonds. . . ........ ... . . Ll — — -252 2,513
“Equity securities: ’ ' ‘ '

Mutual fund investments . . . .. ... ... ... 1,625 1,625 1,603 " 1,603

Non-current investment securities .. ........ P 1,625 ! ) 1,62‘5 4,132 4,116

' Total investment SECUTLES . . . . oo oo oo $4.125  $4.121  $27.495 $27.362 -

{f) Inventories

Inventories are carried at the lower of first-in, first-out (FIFO) cost or market. Inventories primarily consist of
purchased materials which include laptop computing devices, optical-mark card scanners, interactive response
systems, educational products, training matenals manuals, and motlvanonal items.

.

(g) Advertising costs

Advertising costs are expensed as the advertising takes place. Advertising expenses for 2006, 2005 and 2004
were approximately $6.5 million, $8.2 million and $7.7 million, respectively.

(h) Property, piant and equipment

Property, plant and equipment are recorded at cost and are depreciated over their estimated useful lives using
principally the straight-line method for financial reporting purposes. Maintenance and repair costs are charged to
expense as incurred, and renewals and improvements that significantly extend the useful life of an asset are added to

the plant and equipment accounts. Deprccmnon expense was $2 5 million, $2.1 miilion and $2.5 million for 2006, .

2005 and 2004, respectively. . —

. e t . t ' .
The estimated useful lives for property, plant and equipment are as follows: buildings-25 to 40 years; furniture,
fixtures and office equipment-5 to 8 years; computer and production equipment-3 to 5 years; vehicles-5 years; and
leasehold improvements-the lease term. . . -




RENAISSANCE LEARNING, INC. AND SUBSIDIARIES
NOTES.TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) '

» Net property, plant and equtpment consisted of t.he followmg at December 3L Co . v

v, b

La . ’ : ; P 2006 - 2008 " e
CREA oo R v b : A U A (lnThousands) e
# Land and fmprovéments . 7. ... L. ST R '.'. e S 219" 8 152190
Buildings ............. e L TN 9967 9991
* ¢ Furniture, fixtures and office: equxpment ...... A P P S et 4,694 5 04,729
| Computer and productton equtpment TR Do E“ 11 474 'll 274"
" Other DLl B LI IvJ AN I 1S
Total property, plant and eqmpment ......... B T 2 .29, 067 28 880 ..
Less — accumulated depreclatton and amortization R REEE SRRTRERE '.l o 17, 256 . 17 405 .
Property, plant and equ1pment ‘net........ R b $ll 811 $11 475
o Ve . S Y L .'n*n...!
(i) Séﬁh}are dévelof?ment costs T T el e e

-
We capltaltze certain software development costs incurred after technological feasibility is achieved. Cap-
italized costs are reported at the lower of amortized cost or net realizable value. Capitalized software development
costs are amortized on a product- by-product basis using the straight-line method over the estimated economic life of
the products which is generally estimated to be 24 months. Amortization begms when the products are available for
general release to customers. All other research and development expenditures are cltarged to product development
expense.in the period. incurred. When capltahzed software is fully amortized, the balance is removed from the
capttalrzed software and_ accumulated amortization accounts. Amounts capttallzed were approxnmately $689 OOO
$279,000 and $563;000 in 2006, 2005 and 2004, respectively. Amortization expense of approximately $382,000,
$495,000 and $553, OOO for 2006, 2005 and 2004, respectively, is included in cost ‘of sales- -products ‘'in the
consolidated statements’ of income. At December 31,-2006 and 2005, accumulated amortization of capttallzed
software development costs was $1.3 million and $0.9 million, respectively. . A

{j) Sales and concentration of credit risks . :

We grant credit to our customers in the ordmary course of business. The majority of our customers are schools
or school districts, although we do sell some of our pro_ducts through resellers Concentrations of credit risk with
respect (o trade receivables are limited due to the significant number of customers and their geographic dispersion,
ln 2006 2005 and 2004, o smgle customer represented more than 10% of net sales,

R S '

(k) Share-based comPertsatton L T e .

Eflfectivle january I, 2006, we adopted Statement of Financial Accounting Standards No. 123(R), “Share-
Bascd Payments™ (“SFAS 123R”), using the modified prospective application transition method. The modified
prospective dppli¢ation:transition method requires compensation cost to be recognized beginning oh the effective
date:(a) based ori the requirements of SFAS 123R for all share-based payments granted after the effective date and
(b) based on the requirements of SFAS 23R for all awards granted to employees prior to the effective.date of
SFAS 123R that remain unvested on the effecttve date. As such prior penods will not reflect restated amounts

Pnor to January 1, 2006 we elected to follow the 1ntr1n51c value based method of accountmg for stock opttons
consrstent w1th Accountmg Principles Board Opinion No. 25 (“APB 25”) “Accountmg for Stock Issued to
Employees and to provrde the pro forma dtsclosures of net income, and earnmgs per share as if the fair value
based methop had been apphed Under the 1ntr1nsnc value method compensatton cost for, stock options is measured
by the excess, if any, of the quoted price of our, stock at the measurement date over the exercise pnce

"No stock-based employee compensation expense ‘related!tostock options or our stock purchase plans: was
reflected in net-income prior to January 1, 2006, SFAS 123R requires us-to report the tax benefit from the tax

35 1
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RENAISSANCE LEARNING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

deduction that is in excess of recognized compensation costs (excess tax benefits) as a financing.cash flow.
Restricted shares or restricted stock units are granted to certain employees and our directors. For employees,
resmcted stock awards generally vest over a period of four years and for non-employee directors, upon termination
of the individual’s tenure on our board. Restricted stock awards to employees are expensed over the vesting period,
those, made to our non—employee directors are expensed when granted.

Dunng the .year ended December 31, 2006, we recognized approxrmate]y $0.7 mllllon in share-based
compensation expense related primarily restricted stock and to a lesser extent, stock options. Cash received from
stock option exercises for the same period was approxrmately $16,000. The total income tax benefit recogmzed
related to share-based compensation; which is recordéd in additional paid-in capital, was approxlmately $0.4 mil-
lion for the year. ended December 31, 2006. -

The Black-Scholes option-pricing model was used to compute the fair value of each option granted for
purposes of the pro forma disclosures required by SFAS 123. Had compensation cost in 2005 and 2004 been
determined for the stock option grants based on the fair value method set forth under SFAS 123R, prior to its
adoption, net income and earnings per share would have been adjusted to the pro forma amounts indicated below:

2005 2004
[ . 2 Lo oo ., . FA ] 2004

‘ = ’ . (In Thousands, Excep‘l
. N B N S - | Per Share Amounts)

Net Income, as reported R A AR T AN oL 824751 $22,702 4
Add: share’ based compensatlon included in reported net income, net of tax . .- - 33 et
Deduct total share Based compensanon expense. determined under fair-value _ '. ) . h
"based’ method for all awarde net of tax . ... S R L ..-‘.‘_'...' . 2.,518 ) 1681 .
Pro forma net income . ‘ . . S e e 822,266 ;$‘21',0I2_l,' s,
Basic earnings per share:,, | . . o . LR
“Asreported. .. .. .. ‘ ....... 8- 080 .8 073 ...
Proforma............... T S S e e 072+ + -. 0.68
Diluted earnings per share: ) )
Asreported._......................................:.1'...'.... $0.80° $" 073"
. Pro forma .:..... S LR T DA e e 072 '-0.67
“* *The per share weighted average fair value of i options granted under the plan '
. dunngtheyearrs...."....'.”.1'...........................-..-.'...'... -$ 1006' P'$ 14.08
The fair value of each optlon grant is estlmated on the date of grant using the Black- Scholes opt‘lon pn.cmg
model with the following weighted average assumptions: e e
' . o . , . oL, e 2005 2004
. Dividend yield,. . . ... ... OSSR 139% .1.01%. ;0.64%
..o Expected volatility . ... ... . O PP e e 55.00%..57.08% - 62.48% :
" Risk-free interest rate'. A .' B e i el . A466% 4.00% -339%
Expected life (myears) ..... '. L T S DS SRS U 5+ 5 V6

. Vo VT T il
In Apnl 2005, our Board of Dlrectors approved the acce!eratlon of vesting of the unvested stock OptIOIIS under

our 1997 Stock Incentive’ ‘Plan. This resulted in options to purchase approxrmately 438,000 shares of our common
stock becommg rmmedlately exercrsab]e "All of the unvestéd stock optlons for which vesting was accelerated were
“underwater,” with exerc1se prices grealer than the closmg pnce of our common stock on the date of accelerauon
Vestmg of the options was “accelerated as part of our plan to transmon the equrty—based poruon of ' our ‘executive
compensation plan from stock options to grants of restricted stock, which we believe will bé a more effective
performance incentive and retention tool. Also, accelerated vesting of the options produced a more favorable impact
on our future results of operations in light of SFAS No. 123R. Early vesting of these options resulted in
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D L - ) L

approximately:$1,0 million less future compensalion expense that would otherwise have been recognized over the

remarmng llfe of the optronsJ‘lzeg}H)nlng on. January 12006, inate crin 1adio 200 L 1 E ~aditmont 1 ad)
sutns el LA2e feen v bieguing senpreemoad deivs i o bl i et oo el e o syaginea
(1) Earnings per common share AOUE Ut 00 S0 vesRiy o rnsled

' i
Earnings per share is computed in accordance with SFAS 128 “Earnlngs per, Share Basrc‘ieamngs per
common share (“Basic EPS™) is computed by dividing income available to comm"c‘m shareholders by the weighted
average number of:cominon’ shareSnoutstandIng dunng"thelpenod1 Sharés'issuedfand sharcsmeacqurred'dunng the

pefiod aré weightéd for thefportion of: thelperiod they: wereloutstanding s #6%! b 2avit «foaitshin dite asld-sastan
- murusdan b g et a6 poned pa ¢00C Das 000 T4 vpdep o0 J6 iz 2ddi

Diluted earnings per_common share £ DIIuted EPS") is computed 51mllarly to Basic EPS except that the
welghted average number of Shares. oulstandmg i¥ ifictedsed {6 inclnde the fiumber of hdditional 6mmonl shares
that would have Been outstanding if the potentially dilutive common shares had been issued. Our potentially dilutive

commonishares consist of unexercised stock.options and restricted shares.. 1468 ,1£ Isdu-"eh A THFT

2
may have an antidilutive-effect on earnings per share: Consequenlly. stock options with an ex€Icise pnce greater
than the,average market price for the penod are not included in the computation; of potenuallykdﬂunvelcommon

The werghled average shares outstandmg are a_s_fo_llows _ S edareaadd b sl
T . 2006 2005 2004
LA L xR s i’n‘:?!l'lfjﬂ‘h buving w5 00t s LT 0L 4]t ST
Basic wlerghl‘ed average shares outlstandmgh.l_.. ¢ R T 29, 551 309 30, 966 501 .. 31 046 200
S it ik PAT T Ny [ v LEFYFLEN 7h Fn

Dilutive,effect of outstanding stock options no7z SRER 07 626*'«' 63, 151 A e 115361

Dilutiveteffect ‘of -restricted shares:

Diliited weighited average shares omstandfffg".‘%'???‘. af 5 9 '.‘ .' .".‘f “59 369,260 311026672 "“31' i96'811

- 1

n'm Goeosm o L et cnldinnne: 1t D
AMINGTIE Ll el THIE T ediinsml '
(m} lncome 1ves -l e . .
DSIRMI e a0 2, ev‘ﬁf} : fmni-namui ram.) -

bo it nmﬁ;“-' e, e noilesirum 4 Tes e, )
~—We account-for-income taxes accordmg to-the- provisions- of 'SFAS 109, “Accounting_for Income Taxes”.

SFASfl 09 requires an asset a‘nd lrabrlltyibased approach to accountmg for income taxes. Deferred income lax assets
and llabllmes are recorded to reﬂect the tax consequences on future years of ‘temporary” dlfferences between
ﬁnancral and taxfaccountmg of revenue and expense Items Valuatron allowances are provrded when It i8 antncrpated

(n) Cdmprehensive income (loss)

Y

Our comprehensive i income, (loss) includes foreign currency translation adjustments, which are included in
accumulated other comprehensrve incomeé in the consolidated staternents of shareholders’ equity. At December 31,
2006, 2005 and-2004; accumulated other comprehensive income consisted entirely of foreign currency translation
adjustments, which resulted from translation of the balance sheets of our international operations to U.S. dollars
using the exchange rate in effect on the balance sheet date.

(o) Shipping and _handling revenues and costs

We include shipping and handling fees billed to customers in net sales. The related shipping and handling costs
are included in cost of sales.
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RENAISSANCE LEARNING" INCIAND SUBSIDIARIES [
NOTES:TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

A Ty t il‘u" ot

. e A v SN
(8) Lines of credits. "' it . N e e e l . ;" - ?I"-"x: -'Jmo:ln!" )

3] FIT 44 LK 1w ol MR

We have a $]5 0 m1ll1on unsecured revo]vmg ]me ochreéllt with a bank,lwhlch is ava1lable untll May 3 1 ,‘2008

The lme of credit bears mterest at e1ther a floatmg rate based on the pnme ratelless 1 0% ora ﬁxed rate for a penod

We also have & $2 0 mllhon Iunsecured revolvmg line'of credit with a bank avallab]e until ‘Apnl 30, 2008 The line of :

+credit bears interest based ¢ on the pnme rate less 1.0%. As of December 31, 2006 and 2005; the l1nes of credit had not"

* been.uséd:rghocud;0- 3 .‘.,ansa. T PRI AL . l ....... L. timbst .2.U

RS L08R, L iR ~, B .--r..lt-a')ll)m.nmz
9 Lease commitments ‘FS .
, &

 We are party, to various pperating leases, primarily | for facilities we occupy to carry out ourl busmess operatlons

Approxlmate rent expense for 2006, 2005 and 2004 was $2.0 m11110n $0.9 million and $1.1 rmlhon, respectively. -~

..... MIQIIVOH] AkY vamiaisll
Future’approximate minimum rental payments (1_n'cl_ud‘1r_1g est!mated operatmg costs) required under operatmg
teases;as of December 31, 200{’.‘“‘" asfollows: i R 5ol l: T
{In Th d
sic ‘I'“".Ib_ l__" lk’ll‘ P T PO P ! .rtofeumq rftléﬁéé\zglf 5T
lD b’l’d'f HSEL? Fl—(l_ T . P LS . b9&m1 smidoni l“,'6‘59,tauox"1
et 2008 ozt Taad EEEERRREE R 5
Gaoe” Lo Lo ilz'f_:.
. ©roisilibnose o5 wlue}ld
2000 gt e s T e R g ngi e s e 14TV
S 29_]:1_: R RAPLAIRICINR PO e AR SADPR I K S ! C el omp o653 IR
satuns o After 2011 L ?—."."f-vf».fﬂ. S CRe B e L U F 786 e
vopdPQRE TROOME 220, a.r " c‘S{l 61.8 SPU2E 1 tﬂt‘) o ’l.t.L\'JJS?'mJf\(’!tlla";l..h‘.uit Aotet frﬁvfdé LTt
R L R S T R AR O O A R h-neu,l,z’to ton baxp) SSTEAG W2
FOL o, 08 RGBS RS CEb ........... (e L ; » tsnsd
(lﬂ)r thlgatlon‘) (A, O& (T (b0} ‘lSS" Lyt eaafanioxs br'i. ?thm,:) fiql lfqebs';l

FWe are subject 1o’ varlous clalms and proceedmgs covenng a wide! rangeiof matters that anse in the ordmary f
course of business aCt1v1t|es‘ Welbelleve that any llab11|ty that .may ulttmately arise. from the: resolutlonlof these -

5
matters. w1ll not have a. matenal adverse effect on our, ﬁnanual posmonr‘ results of operauons or_shareholders’

ty ilie atn )‘. +~f . ! g. [LITLENTIT ml= fu: uuvw. ‘VN
equi =L : >

'—0- '-———q—— . = r—— —————
Daston Dt -y - & -

’ [T wr!m.lae'ﬂ' % ,gm vmlo“l orli ld b aujo,: FALEET) ‘xl,;l lmta’ﬁ(‘: )

it .1.'

o Bl —_ ol |

In’ order to prov1de retirement benefits for cur employees we have estabhshed a deﬁned COIl[l'lbthlOIl 401(k)

{3(11) ‘Retirement plans

A .
Savmgs Plan ¢o covenng all employees in the United States who meet certain servnce requirements and a Supple-

mental Executive Retirement Plan (“SERP™) avallable to senior management atozes wal bomsish 1pvT
BEE A B0 R L e e e aunsver pemstsd

Employees pammpatmg in the 401(k) plan may elect to contnbute upL ('50% of _theLr annual pretax -

lnnv--u £

Vesting and employer matching contributions are the same nder(both'lplans )Vestmg of’employer Contri-

- butiofis ‘takes place ratably -over an- employee's first -four years. of service with. fuil vesting” ofllpastland future

employerlcontnbuttons once four years. of service is reached.. . .. ... Jldn:nlli'ab \(lmehua lof #Eans q&'[!

ey St

Employer matchmg contnbuuons are currently $0.75 for each $1.00” contnbuted by a’ part:mpant Yand are'

Art ;
limited'toa. mavumum of 4.5% of a partlc1pant 5 pretax compensatlon -For those employees: part:c:patmg in the '

employer conmbuuons _may ‘also be made to the plans. No dlscretlonary eontnbuuons were made 10 the plans in
2006 2005 T 2004 P o ... 213226 x5} bonaleh laal
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RENAISSANCE LEARNING, INC. AND SUBSIDIARIES __ '

NOTES TO CONSO_LIDATED FINANCIAL STATEMENTS — (Continued) ' !

* All'amounts credited to a.SERP participant’s account are hypothetically invested in‘certain publicly traded

investment funds as directed by each participant. Prior to 2004 we had not funded this Lability. In late 2004, we -

funded our 11ab1hty for benefits payable to SERP parttcrpants w1th investments' that mirror their 1nvestment o

selectlons uPnor to the funding of the llablltty, changes in the market ‘value of the. lnvestment funds chosen by SERP
parttmpants ‘caused our “liability for this benefit to increase or Uécrease and'a. eorrespondmg loss or gain to-be
recognized in our statement of income and results of operations. The liability for the SERP.is included in deferred
compensation and other employee benefits; the related investments are classified under investment securities on our
consolidated balance sheets ,Our l1ablltty for the SERP was. $1 586,000 at December 31, 2006 and $1 603,000 at
December 31, 2005,

- A

The following summarizes our expense under these retirement plans: "> N
[ L C o ’ e (In Thousands)’

P - el . i
Employer matchmg contnbunon — 401(k) Plan..... e . 81,318 $1,027  $1,124
Employer matchmg contnbutlon— SERP E”.r.‘.‘ OO A & 116 2
LEJ)SS related to Hnfunded SERP l1ab111ty. o ."{. Ce ?"".!',‘"' e ] ‘!‘f'

’ N AALTE it . EEAPAR S v Tia i - : [T \
}‘,'_',"J;"TQtal. [ T T T, .'_’. Ve e A e e p e P RLE $1,333;‘ $1,043 81,164 H
it o sk L L. v q BN : . . . '1 gy ¥ LR ;.- s e LT o

: (12) Stock mcentlve plan ' : b ST "',‘ ' PR (5‘ »
v ot ' - L S A LA ..

4
" We'have established the 1997 Stock Incentive Plan (the “Plan”) for our officers, key employees norn- employee

directors-and consultants. A combined maximum of 6,000,000 options, stock apprec1at1on nghts (“SAR™)’and share '

awards may be granted under the plan. No incentive stock options-(“I1SO”")- or'SARS have been: granted fundér-the
plan. At December 31, 2006, there were approximately 2.5 million shares available for issuance under our- 1997
Stock Incentive Plan. _ A AL TR N

r(a) Stock option awards — Options granted under the: plan ‘may be in‘the form' of nonqualified stock opttons
(“NSO”) or ISO which comply with Section 422 of the Internal Revenue Code.'The exercise price of thé options is
the miarkét valué of our common stock at the date of grant Options become exercisable ratably over their respecuve
vestmg penod which: ranges froih |mmed1ate vesting’ up to a four year vestmg penod The options explre 10 years
from the grant date. e T 3 : | N

L T L . i »

A summary of stock option activity under the p]an is as follows

L e Weighted Weighted Weighted
A ‘ “ gy Average Average Average
aae s T . P , Exercise . ‘Exercise Exercise
S Y. 4 - Shares = Price Shares Price Shares Price
Outstandmg at begmnmg of year . 1,519,820 . .$22.42 1,625,038  $22.85 1989383 ,$21.82
Granted,. .;. ..o’ ool L e e e 9,616 - -, 14.86 223,044 20.58 122,067 . 24.73
Exercised* ............... weeiaes (241,149) 0 1354 (135,880)  15.49 (285,522) 115.17
Forfeitures . . . ................. (392,771) 26.47 (192,382) 28.82 ---(200,890) -24.68
Outstanding at end of year ........ 895,516 2296 1,519,820 2242 1635038 ' 22.85
Options exercidable at end of ¥ years. . - ‘89'3-,2‘97‘ $22.98 1,515,381 " 32244 C 307'4,182"“ ,‘$'2‘3.1'2
£ af LIS AR o " I B T A T o "
N . ot PO IR B vt VYol T et '.'h'. T o ' ., .."- '{.’ S ‘
* Includes 240, 119 of shares related to payment of- $1, 000 501 to.cancel 1n—the money options, pnmanly of the
company’s former chief executive ofﬁcer B T S SR DRI

m"

=
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' The f0110w1ng table summarizes information about stock options' outstaodmg at- December 31, 2006:

] e el

) i Outstandmg Optmns _ " Exercisable Options

Lot Corr e T Weighted Average Co o Weighted Average
Range of . . QOptions: - * . Rémaining -+ Weighted Average .: Options Exercise.Price of
Exercise Price o . . Outstanding o, Contractual Life e Exercise Price,,  Exercisable Exerelsable Options
$ 8.00to0 $16.00 ... . 67442 -5 0 300 0 0 $12.55 67,442 - $12.55
$16.01't0 $22.00 « 1. ... .- :434,372' " 5.10 Co-17.81 ¢ . © 432,153 - ! 17.82
$22.01 t0 $29.00 .. .. ... 95927 " 7.40 Tt 448 95927 L2448 N
$29.01 to $34.00 .... ... 194,303 4,43 3065 194,303 30.65 °
33401 to $40.00 ... .. .. 102,938 . ... 0 393 _ ., 053545 4. 102938 3545
$40.01 t0 $52.00 .. ..... ) 534 4.55 51.49 534 51.49

$8.00 to $51.58 ... ..... 895,516 491 $22.96 893,297 $22.98

(b) Restricted stock awards — Restnoted shares or restmted stock units are granted to certain employees and
our directors. For employees, restricted stock awards generally vest over a,penod of four years and for_non-
employee directors; upon termination of the individual’s tenure on our board. Restricted stock awards to employees
are expenséd over the vesting period, and those made to our non-employee directors are expensed when granted.

Unearned restricted stock compensation is recorded based on the market price on the grant date and is

‘expensed equally over the vesting period. No restricted shares were awarded in 2004. In 2003, 23,409 restricted

~ shares were granted at a weighted average market price at the grant date of $22.70. Compensanon expense related to
restricted shares was $53,000 for the year ended December 31, 2005. In 2006, 125,056 restricted shares were
" granted at a weighted-average market price at the grant date of $14.16. Compensation expense related to restricted
shares was approximately $60!,000.for the year. ended December 31, 2006. ; e

AT . . .o R . B . I ’. o

(13 Shareholders equlty - )

. On April 17, 2_002, our Board of Directors authorized the repurchase of up to 5,000,000 shares of our common
stock..On February 9, 2005, our Board of Directors authorized the repurchase of an additional 3,000,000 shares of
common stock. No time limit was placed on the duration of the repurchase program., Repurchased shares will
become treasury shares and will be used for share-based employee compensation plans and for other general
corporate purposes. Since initial authorization was granted, we have repurchased 7.6 million common shares of

common stock at a cost of $133.3 million under this repurchase program.
i

A summary of stock repurchase activity' is as follows:” 0w . -
a C o ‘ Aggregate Annual
. Weighted Average Cost of
- Number of Shares,  Repurchased Price Repurchased
Thel - ' Repurchased "’ Per Share* Stock*
2006, ... .. S VR0 1461216 Y 1538 T $22,474,628
2005... . ..., e i o 1,837,231 ‘$18.00 $32,373,719

'2'004.-—.(?.:".‘:............:.'.-’;-.' ..... ' 200,000 - $18.19 - $ 5,539,329

*, Incluc[es broker commlss1on IRt

+ LN . 1 . e

, On Apnl 14, 1999 our shareholders approved an amendment to the Company s Amended and Restated
Amcles of Incorporatlon to increasé-the ‘authorized common stock of the Company from 50,000,000 shares to
150,000,000 shares with a $.01 par value per share. The Company’s Amended and Restated Articles of Incor-
poration also'includes’ authorization to issue up 105,000,000 shares of preferred stock w1th a b 01 par value per

[oit

share. No preferred stock has been 1ssued e . S W

’1,, .
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REN‘AISSANCE LEARNING, INC." AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

(14) Segment reporting -

!

SFAS 131 “Dlsclosures about Segments of ‘an Enterprise and Related Information” establishes annual and
interim reportmg standards for an enterprise’s business segments and related disclosures about its products
services, geographlc areas and major customers. The method of determining what information to report is based on
the way managemcnt organizes the operating segments within the Company for making operating decrslons and
assessmg financial performance. In addition, SFAS 131 applies both qualitative and quantitative aggregation rules
to'operating segmernts.in order (o determine the final reportable segments. Under SFAS 131, we have ong reportable
segment. Foreign market operations-are not significant at this time, L

" b T - o . . f -t . S

(15) Quarterly results of operatmns (unaudlted)

e . ~
- PR [

. The following table sets forth unaudited consolidated income statemem data for each quarter of the last two
ﬁscal years. This unaudited quarterly financial information is prepared on the same basis as the annual mformatron
presented in the consolidated financial statements and, in our opinion, reflects all adjustments (conmstmg of normal
recurring entries) necessary for a fair presentation of the information. The operating results for any quarter are not

necessanly 1nd1cat1ve of results for future perlods e
i . T] ‘

[ LA

Quartér Ended -
) . ' March 31 June 30 . September 30 ..+ December 31
S W .. (In Thousands, Except Per Share. Amounts) .
2006 ' N T S S
‘Netsales ...>..r.0..... R T L $31,117  $29,319  $25,167 .. 825,925
Gross profit . .:............ R A .. 23983 22462 18,768 19,849
Operatmg INCOME . .o\ .. 2240 . 7,076 ‘ 2987 . 2499
Income —-—contmumg operatxons before income faxes . . 5522 . 7419 3, 303 e 2792
lncomc taxes — contmumg operauons .............. 2,043 2 745 - 1,222 1 033
Incone — continuing operatlons SO “ PP f:'; 3479 4 674 - 2,081 ‘ 1,759
Income — discontinued opcratlons‘l v = T - —
NEtifCOME. .+ . oo eeeeeeeen e, [T 3479 .. .4674,. 2081 . .,1,759
Eammgs per share; . Lo ' . . -
Basrc and dlluted IR e R e, sy R
Contmumg operatlons R R e .- 012 .. 016 .- .. 007 . 0.06.
. Discontinuedioperations.. : 3uwi .. ot et L — e e =l
r : Net incomé' .".'.‘.*. pole e e 002 016 007 - --0.06!
Common stock price per share: or e e s S R
High.......0 .. .. ... . . . 19.96 17.21 15.19 18.76
LOW et ettt et 1598 1264 ' 1061 13.71
g (BN ' TR AT s [
! Lo D A ¥



RENAISSANCE LEARNING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Quarter Ended R

March 31 June 30 September 30 | December 31
" (In Thousands, Except Per Share Kmmmts)

o ! RISNTRREY

2005

Net sales .......... T PR $27.557 $28346  $31389 . $28.991
Gross proﬁt e PP e 23,608  .24,210 23,992 22,887
* Operating.income . . .. :...... R -8,876 11,150 - 7,399 . .6,459
Income — continuing operations before income taxes . . 9,332 ° 11,652 7,803 . 8,591
Income taxes — continuing operations. . . ........... 3,453 4,311 2,887 - 2,560
Income — continuing operations . .. ............... " 5879 7341" 4916 7 6,031
lncome—dlscontmued operanons O L I CTIL TR R
"Net ificome. . ... ..........." L DR 6463 7341 ' 4916 " ' 6031
. Earnings per share: - . ‘ ¥ - . L ‘ . .
Basic and diluted: o - _ L e o ', L oL
Continuing operations .. .................... 0.19 0.24 0.16 10.20
Discontinued operations. . ................... 0.02 — — —_
Net income . ... ....... e 021 0.24 016 0.20
Common stock price per share: e
High.............. P el e... 1839 20.30 24.16 ~20:29
Low ...l A 15.25 15.67 1609 - . 13.69

_Earnings per share amounts for each quarter are required to be caicufated mdependenrly and therefore may
not total to the amount ca!culated Jor the year L

Generation21 was divested durmg the first quarter of 2005 and, rherefore rts resulrs for all penoa‘s presented
in the consolidated financial statements are reﬂected as d:scommued operanons :

(16) Recent accounting pronouncements * : -+

In June 2006, the Financial Accounting Standards Board (FASB) issued-Financial Inn:'rpretatio'nl No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes.” This interpretation provides specific guidance on how
enterprises recognize and measure tax benefits associated with uncertain tax positions. FIN"48 also provides
guidance on transition, classification of interest and penalties, accounting in interim perieds and disclosure. FIN 48
is effective for our Company on January 1, 2007. We have evaluated FIN 48 and have determined that its adoption
will not have a significant impact on our financial statements. ..

! 4

a7 ,Discontinued o_perations

In February 2003, we consummated the sale of our Generation21 subsidiary, a non-core part of our business,
for $75,000. The results of Generation2| for all periods presented in our consolidated financial statements are
reflected as discontinued operations.
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NOTES TO CONS()LIDATED FINANCIAL STATEMENTS — (Continuéd) .;jir = r- '
Results of discontinued operations:consist of the following: Tovvboe i Tan e eyt
N Ol T T e R T ooy o, (2005, any (2004, gy
. ) (ln lhousands} o
N Operatmg (loqs) ...... R R PO A L U EER L 8§ (192) - $(4538)
. : f I PR '... Mo
Income tax bcncﬁ 76 1, 679 f
N ' . - N - - ‘.. l'
. Loss from opemtlons BEL. to o dvesle d e e T b TS e, .(l 16) ;;(2 859) SN
W 1 .“. ,Q‘ . LT oy ey i l..l A T o '
(Loss) on dlsposal ..... R PR N S PR S (% 1) B R S
ali u.nTax -benefit on dlspow.l ..... A LT LT S LT ST o oy 1,342 4 t !
S sl A IR R f '
““Gain on disposal, net "<t L 2 R N ey iAo 700 _Jf g
ST LT [Tl )
Gain (loss) from discontinued operduons P T $ 584 584 $(2 859). _
1
: . _"'J""':uh FIRTR I DN {1 [PUMIL T Pl VLT PR PR IR
' . . ' ;
(18,) SUbseq“ent event E L SO A’ \.t'i . 'I':I 211 TN L"'{‘ amyie, o “d "")L et [ PO ‘l‘"::w’;."a. v FL TR ' .
v On February -7, 2007 Gur Board of Diredtors-declared a quarterly ‘eiish ‘dividend of $.05 per Share.. - ;7 4o
T ;.’"-'4”:. L2 AR [T M ‘-»-“"w- JLBUn, we T -..‘,;{.“..\, i‘JJ...'-'R*‘}
N AR P 17T W N SU S SUPLTL S TR | SRR ST I S U TSSO SUCENM S SO
o, ot Y R T O e N A S ] SRR LINLYY (LAY I IO S o b
v e R S TS B TIND=1 PR TR S S o P - L R
WBelw it s Vgt Yy N L TR LR A N .St P, t A
[ Ly oo { L I T [STYLY BT L
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Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure

Not applicable. -

Item 9A. Controls and Procedures
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our chief executive officer and
chief financial officer, we conducted an evaluation of our disclosure controls and procedures, as such term is defined
under Rule 13a-15(¢) promulgated under the Securities Exchange Act of 1934, as amended (the “Exchange Act™).
Based on this evaluation, management, including our chief executive ofﬁcer and chief financial officer, concluded
that our disclosure controls and procedures were effective as of December 31, 2006.

There has been no change in our internal control over financial reporting that has occurred during the quarter
ended December 31, 2006 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.

Management’s Report on Internal Control Over Financial Reﬁorting

Our management is responsible for establishing and majntajning adequate internal control over financial
reporting, as such term is defined under Rule 13a-15(f) promulgated under the Exchange Act. Under the supervision
and with the participation of our management, including our chief executive officer and chief financial officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on our evaluation using the framework in Imternal Control — Integrated
Framework, our management concluded that our internal conirol over financial reporting was effective. as of
December 31, 2006 and during the year then ended.

Our management’s assessment of the effectiveness of our internal control over financial reporting has been
audited by Deloitte & Touche LLP, our independent registered public accounting firm, as stated in their report
which is included herein. o
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM. .y 5%

To the Board of Directors and Shareholders of EETAARRE I SR
Renaissance Learning, Inc. and Subsidiaries

We have audited management’s assessment, included in-the accompanying Management’s Report on Internial
Control Over Financial Reporting that Renaissance Leamning, Inc. and Subsidiaries (the “‘Company”) maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. The Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is
to express an opinion on management’s assessment and an opinion on the effectiveness of the Company s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board-

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects. Our audit. -

included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such othet procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the

company’s principal executive and principal financial officers, or persons performing similar functions, and

effected by the company’s board of directors, management, and other personnel to provide reasenable assurance -

regarding the reliability of financial reporting and the preparation of financial statements for external purposes. in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting

includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable’

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dlsposmon of the company ’s
assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internat
control over financial reporting to future periods are subject to the risk that the controls may become inadequate

because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. *

In our opinion, maiiagcment’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria establishéd
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective internal -

control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 2006 of the
Company and our report dated February 23, 2007 expressed an unqualified opinion on those financial statements
and included an explanatory paragraph related to the company’s adoption of Statement of Financial Accounting
Standard No. 123R, Accounting for Stock Based Compensation.

DELOITTE & TOUCHE LLP

Milwaukee, Wisconsin
February 23, 2007 )
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Item 9B. Other Information -~

Not applicable.

. A .
. .!"_
- B '
'
' i
o [ PR
.ot ! :
-“-" L]
- - P
.
L S L
[ Al ‘ 1
- MY il
. . L
. .
LTl s
.4
AT
RIS
[ . l‘
o [RL I
(R i 4 . - .
ren T
‘. .
! 4
f
. e .
v G N
" . .
.
f
t f
[
1
. "
+

48

iy

phe + ‘!‘ + |
| e .-
. . '
' ‘ - " -
: .
‘ .
. ]
. v
L N *
T S ]
- LI
. ]
LI .
- [The a4

o
. .
» -4 . l),
< - .
H P Tl |
N
.
.-
2
Yoo .
e " 1
i
. .
. ! Yy . .
’, . At
.
! e
“




' Audrt Commlttee which information is incorporated by reference herein.

NI D v *PARTIN. . ., . - . PR

Item 10. Directors and Executive Off icers of the Regrstrant

"u, o £ y
‘l ¥ ,' .

(a) Execuuve O_ﬁ‘icers Reference is made to “Executlve Ofﬁcers of the Reglstrant" in Part 1 hereof,

[ RN E LI R RN
' (b) Drrecrors The mformauon requrred by t.hlS Item is set forth in our Proxy Statement for the: Annual
Meeting of Shareholders to be held on April 18, 2007 under the captlon “Proposal One: Election of Duectors
which information is incorporated. by reference herein. N I PIT ) N

(c) Section 16 Complrance "The information required by this Ttem is'sét forth in our Proxy Staternent for the
Annual Meeting of Shareholders to be held on April 18, 2007 under the caption “Section 16(a) Beneficial

Ownershrp Reportmg Complrance Wl‘llCh information is incorporated by reference herein.
g ¢

S (d) Code af Erhrcs We- have adopted a code of ethics pursuant to Item 406 of Regulation S-K. A copy of our
code of ethrcs is 1ncorporated by reference herein. (see Exhlbu 14.1 of Exhibit Index).

r'f"

(e) Audrt Committee. The information required by this Item is set forth in our Proxy Statement for the Annual
Meeting of Shareholders to be held on April 18, 2007 under the caption “Proposal One Election of D1rectors —

ot ) . ‘ O B e

Item 11. Executive Compensanon

N N C b
“The 1nformanon requrred by this Item is set forth in our Proxy Statement for the Annual Meetmg of
Shareholders to be held on Aprit 18, 2007 under the captrons “Executrve .Compensation,” “Non- Employee Drrector

-Compensatron » “Severance Agreements " “Compensatlon Commrttee Report” and “Compensatron Commtttee

lnterlocks and Insider Pamcrpauon whrch mformanon is mcorporated by reference herem , ' .
Item 12, Security Ownershtp of Certam Beneﬁcml Owners and Management and Retated Stockholder :
Matters Tk R ey !

The information required by Item 403 of Regulation S-K is set forthin our Proxy,Statement for the, Anntral
Meeting of Shareholders to be held on April 18, 2007 under the caption “Security Ownershrp of Management and
Certain Beneficial Owners,” which information is mcorporated by reference hérein. --' st

Y Ao e T e e T YIS o R . "'-’-”‘F‘a
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The information recjuired by Item 201(d) of Regulation S-K is set forth below.

EQU[TY COMPENSATION PLAN INFORMATION

The followmg table sets forth certain mformatzon about shares of our common stock outstandmg and avallabie
forissuance under our existing equity compensation' plans, which consist of our 1997 stock incentive plan and our
1998 employee stock purchase plan-(this latter plan is currently inactive). The table details securities authorized for
issuance under our equity compensation plans as of December 31, 2006. The table below does not include awards,
exercises or cancellations under our equity compensation plans subsequent to Dg:pember 31, 2005.

vl L. L . . . . NumberofSecurllles
T ’ . ) Available for Future,
b Number of Securities . . v Issuance Under
to be Issued Upon Weighted-Average Equity Compensation
- .+ Exercise of Exercise Price of Plans (Excluding
. Outstanding Options,  Outstanding Options, Securities Reflected
Plan category - Warrants and Rights Warrants and Rights in First Colhimn)
Equity compensation plans approved by 2o o '
security holders ., ", .t oo o oL, -+ 893,297 Tar o §22.98 - 2,740,014(1)
- Equity compensation plans not approvedby '~ - " ST B
security holders(2) .. ................. N/A N/A N/A
Total .o \e e 893,297 $22.98 2,740,014 "

v A1 A B P - . - *

(l) Of thc 6 00()0{)0 sharcs currcntly authorizéd for issuance under our 1997 stock incentive plan, 2, 500,620
“'Temain available’ for future issuance. Under our 1998 employee stock purchase plan (ESPP), 239,394 shares
remain available for future issuance. We did not offer the ESPP to employees in 2006 and do not intend to offer
the plan to the employees 1n 2007.

(2) Both of the company ’s equ1ty compensatlon plans have been approved by shareholders.

Item 13. Ceriain’ Relananshtps and. Retated Transamons ‘
DT e FALITTR

The mformatlon requ1red by, this Itcm is set forth in ()ur Proxy Statement for the Annual Mcetmg of
Shareholders to be held on April 18, 2007 under the caption “Certain Relationships and 'I'ransactlons which

information is incorporated by reference herein.

Item 14. Principal Accountant Fees and Services

The information required by this Item is set forth in our Proxy Statement for the Annual Meeting of
Shareholders to be held on April 18, 2007 under the caption “Audit Committee Report,” which information is
incorporated by reference herein.
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ltem 15 Exhtbrts and Fmancml Statement Schedules _' !

. 3227
¥ M :

(a)(l) Fmanclal Statements e " .

-
' ¢t

'Consolidated Financial Statemenfs . - :
Report of lndependent Reglstered Public Accountmg Flrm
' .Consoltdated ‘Balance Sheets as’ of December 31, 2006 and 2005

N Consohdated Statements ofllncome for the years ended December 31 2006 2005 and 2004
* - Consolidated Statements of Shareholders Equlty for the years ended Decamber 31, 2006, 2005 and

2004 . o

. "Consolidated Statements of. Cash Flows for the years. ended December i1, 2006 2005 and. 2004

' Notes to Consohdated Fmancnal Staternents .

+

-I“-.- (ﬂ)(Z) Fmanelal Statement Schedules u o ".';' '

. ‘See the Exhlblt Index Wthh 1s mcorporated by reference herem

(ﬂ)(3) Exhlblts - L oo

. See (b) below: " - _ S
()" -Exhibits:® .o ool ST
’ 4-.‘.:’“;- [ oo,

See the Exhlbrt Index whlch is mcorporated by 1 reference herem

. (¢ ' Financial' Statements Excluded from Annual Report to Shareholders.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of lhe Securmes Exchange Actof 1934, the Reg:stram has
duly caused this report to be signed on its behalf by the underslgned theréunto du]y aulhomed

RENAISSANCE LEARN]NG INC.

Lt 1 ' :

et OBy s/ Tirance D. Paul Mo

b Terrance 'D, Paul

-0 ws  LChief Executive Officer and a Director
' . Lo, ."l'. [N IR T ' B i -';'7' : R

Date: February 23, 2007 - |

Pursuant to the requirements of the Securitiés Exchangé Act of 1934, this' report has been signed below by the |
following persons on behalf of the Registrant and in the capacities and on’ the dates’indicated: i

Name Tie - v .. . Date
st u'.'.' A ' Lo s . et Ll . ' +
/s/ TerRrRaNCE D. PauL """ -Chiéf Exécutive Officer : Febr‘uary 23, 2007 i
Terrance . Paul (Principal Executive L R L

Officer) and a Director

/si Mary T. MincH \ Senior Vice President-Finance, February 23, 2007

Mary T. Minch Chief Finangiul Officer and
: -+ . Secretary (Principal . "

Financial and ACCOUH[IHE

I LI I L1 H

- -Officer)y 0 - 7o
Directors: Judith A. Paul, Addison L. Piper, John H. Grunewald, Gordon H. Gunnlaugsson, Harold E. Jordan and
Judith A. Ryan
By: /s/ Mary T. Mincu ' February 23, 2007
Mary T. Minch

Attorney-In-Fact*

* Pursuant to authority granted by powers of attorney, copies of which are filed herewith.
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Exhibi

Numbet-

2.1

t

Exhibit Index )
S|

L L . Exhibit L i

LLC Intérest purchase Agreement ‘dated as of February 28, 2005 among Registrant, Generation21 Learning Systems,

-+« LLC and John Stearns (pursuant to Item 601(b)(2) of Regulation S-K, the schedules and exhibits to the LLC Interesl

22

2.3

- n
{ L]

3.1

3.2

4.1
10.1
10,2
10.3
10.4

10.5

t0.6

h

10.7 -

10.8
10.9
10.10
10.11 .

Purchase Agreement have been ommed a copy of such schedules and exhibits wrll be supplemental]y provrded to the
SEC upon request).(17) - - : ' !
Agreeiment and Plan of Mergér and‘Reorganization’ by and"’arno"ng Registrant, RLI Acjuisition Corp., Inc., RLI
Acquisition Sub, LLC and AlphaSmart, Inc. dated as of January 24, 2005, as amended on April 20, 2005 (pursuant to
Item 601(b)(2) of Regulation 5-K, the annex, exhibits and schedules 1o the Agreement and Plan of Merger and
Reorganization have been ommed a copy of such annex, exhibits and sehedu]es will be supp[emenlally provided to
“the SEC upon reqitest).(18) - . .o o A R R Ny
Purchase Agreement dated as of Novémber1; 2005 among Renaissance Learning, Inc. and DezCon, LLC-(pursuant to
- Irem 601(b)(2) of regu]atron 3:K, the thlbl[‘i to the Purchase Agreement have been omitted; a copy,of such exh1btts

“will be supplementally prov1ded to the Secuntles and Exchange Commission upon request) 19y

1

Amended and Restated Artlcles of lneorporatton of Registrant, as‘amended.(10)
Amended and Restated By-laws of Regtstrant as amended (7}

FonnofStockCertlﬁcate(2) Py : . e '. Tt

1 1997 Stock'Incentive Plan (as amended and restated).(3)* ! 0 AR - : '

.- Credit Agreement daied as‘of December 1, 2003,-by and' between Wells Fargo Bank, National Association dnd
Registrant,(16) ., T T ot o H - Cy

L

First Amendment to, Credit Agreement dated as of September I 2004 by and between Wel]s Fargo Bank Nallonal
Assocratlon and Regtstrant (15) )

Second Améndihent to Credit Agreement dated as of May al, 2005 by and between Wells Fargo Bank, Nauonal

-~ Association and - Registrant.(23) « e w , !

Third Amendment to Credit Agreement dated as of:October 1,.2005 by and between Wells Fargo Bank, National
Assocratlon and Registrant, (23) y | “ |

Fourtlh Amer\dment to Credit Agreement dnted as, of June 30, 2006 by and between WellsFarge Bank, Nattonat
Assoctatton and Registrant. vV o
Ahendéd ind Restaled Employee Stock Purchiise’ Plan.(9)% ! e . e

" Severance Agreement between Registrant and Michael H. Baum dated June 27, 2003.¢13)% * * !

l
b e
{
‘

Severance Agreement bétween Régisirant and -John'R. Hickey dated February 15, 2006 (22)* T LI

Incentive Bonus Plan.(13)* NP} ! o S -l
- Transfer Agreement dated- as, of June 16, 2004 between Registrant and Terrance D. Paul.(14)* e

+10.12 . Asstgnment and- Assumpuon of Transfer Agrcement dated as of June 16, 2004 between Registrant and Terrance D

“ ’
10 13

.10 14,

10.15
10.16
10.17
10.18
10.19
14.1
211
23.1
24.1
311
31.2
kYN
322
99.1

Paul(14)"‘ . L

Executwe Ofﬁcer Compensatlon Summary (25)* v e . e T .;4 ¢
Offer o Purchaqe effective as of November 1, 2005 among Reglstrant and ,Planning DGSIgn Build, Inc. (19) N
Form of Restricted Stock Agreement.(20)* e A

* Form of Restricted Stock Unit Agreement between Registrant and certain non-employee directors.(24)
Form of Nonstatutory Stock Option Agreement between Registrant and certain employees and consultants.(21)*
Ferm of Nonstatutory Stock Option Agreement between Registrant and certain non-employee directors. (21)*
Form of Non-Employee Director Indemnification Agreement.(26)
Code of Business Conduct and Ethics.(16) ’ :
Subsidiaries of Registrant, ‘ o ) .
Consent of Independent Registered Public Ac.eounti_ng Firm.
Directors’ Powers of Attorney.
Section 302 Certification by Terrance D, Paul Chief Executive Officer.
Section 302 Centification by Mary T. Mmeh. Chief Financial Officer.
Section 906 Certification by Terrance D. Paul, Chief Executive Officer.
Section 906 Centification by Mary T. Minch, Chief Financial Officer,

- Schedule IT — Valuation and Qualifying Accounts.
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(1) [Reserved].

(2) Incorporated by reference to Registrant’s Form 10-Q for the quarter ended September 30, 1997 (SEC File No. 0-22]87)

(3) Incorporated by reference to Registrant’s Form S-8 filed on April 18, 2003 (Registration No. 333-104622). .

(4) Incorporated by reference to Registrant’s Form 10-K for the fiscal year ended Dccember 31, 1997 (SEC File No. 0-22187).

(5) Incorporated by reference to Registrant’s Form 10-K for the fiscal year ended Decembcr 31, 1998 {SEC File No. 0-22187).

(6) Incorporated by reference to Registrant’s Fonn 10-K for the fiscal year ended December 31, 1999 (SEC File No. 0-22187).

(7) Incorporated by reference to Registrant’s Form 10-Q for the quarter ended March 31, 2000 (SEC File'No. 0-22187).

(8) [Reserved).

(9) Incorporated by reference to Reglstram s Form 10-K for the ﬁscal year cnded December 3 1, 2000 (SEC File No. 0-22187).
{10} lncorporatcd by reference to Registrant's Form 10-Q for the quarter énded March 31, 2001 (SEC File No. 0-22187).
(11) Incorporated by rcfcrcncc to Registrant's Form 10-Q for the quarter ended March 31, 2002 (SEC File No 0-22187)
(12) Incorperated by rcference to Reg1strant 5 Form 8-K dated May 22, 2002 (SEC Fllc No. 0- 22187) .

(13) [Reserved]. o i .
(14) Incorporated by reference o Registrant’s Form lO-Q for the guarter ended Junc 30 2004 (SEC File No 0 22187).
(15) Incorporated by reference to Registrant’s Form 10-Q for the quarter ended September. .30, 2004 (SEC File No. 0-22187).
(16) Incorporated by reference to Registrant’s Form 10-K for the fiscal year ended December31, 2003 (SEC File No. 0-22187).
(17) Incorporated by reference to Registrant’s Form 8-K filed on March 4, 2005 (SEC File No. 0-22187).
(18) Incorporated by reference to Registrant’s Form 8-K filed on April 26, 2005 (SEC File No. 0-22187). .
(19) Incorporated by ;cfcrencc 1o Registrant’s Form 8-K filed on November 4, 2005 (SEC File No. 0—22187). o
{20) [ncorporaleci by reference 1o Registrant's Form 10-Q for the quancr‘cndecl June 30, 2005 (SEC File No.‘ 0-22187).
(21) Incorporated by reference to Registrant's'Form 8-K filed on March 7, 2005 (SEC File No. 0-22187). '

(22) Incorporated by reference to Registrant’s Form 8-K filed on Fehruary 21, 2006 (SEC File No. 0—22187)

(23) Incorporated by reference to Registrant’s Form 10-K for the fiscal year ended Deccmber 31,2005 (SEC F:le Nc; 0-22}87)
(24) Incorporated by reference to Registrant’s Form 10-Q for the quarter ended September 30, 2006 (SEC Fllt‘.‘NO 0-22187).
(25) Incorporated by reference to Registrant’s Form 10-Q for the quarter ended June 30 2006 {SEC File No. 0-22187).,
(26) Incorporated by reference (o Registrant’s Form 8-K filed on January 29, 2006 (SEC File No. 0-22187).

* Management contracts or compensatory plans or arrangements. N Cot

THE REGISTRANT WILL FURNISH A COPY OF ANY'OF THE FOREGOING EXHIBITS ‘UPON' THE
REQUEST OF A SHAREHOLDER AFTER THE PAYMENT OF A FEE BY SUCH SHAREHOLDER WHICH
SHALL REPRESENT REGISTRANT’'S REASONABLE EXPENSES INCURRED IN FURNISHING ANY
SUCH EXHIBIT. REQUESTS SHOULD BE SENT TO RENAISSANCE LEARNING, INC., 2911 PEACH
STREET, P.O. BOX 8036, WISCONSIN RAPIDS, WISCONSIN 54405- 8036 ATTENTION CORPORATE
SECRETARY.
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2006 MILESTONES

O Renaissance Learning re-focused its product offerings
in 2006 to place greater emphasis on the key products
that increase personalized practice and accelerate
learning within any core curriculum, particularly
Accelerated Reader and Accelerated Math software,
and the Neo laptop. This change will enable the
company to focus resources on these key preducts
and further expand the number of implementations of
these products nationwide.

O Enterprise versions of Accelerated Reader and
Accelerated Math products were introduced as an
attractive offering for district-wide implementation of
these products. With Enterprise, customars receive full
access to all reading and math content at a very
affordable annual subscription price.

QO 15,000 schools are now implemeriting Renaissance
Place editions. In addition, Renaissance Learning is
now hosting Renaissance Place implementations for
more than 8,500 schools across the country. As a
result of moving these schools to an annual per-
student subscription model, the company experienced
a substantial increase in deferred revenue,

C The company expanded its sales staff to more than
120 to support its strategic emphasis on sales growth
and customer focus. This expansion allows
Renaissance Learning to build a greater number of
new relationships with schools and expand the number
of implementations at its existing customer schools.

O The Renaissance Dashboard was introduced, gmng

educators a high-level overview of reading and math
performance. This interactive screen gives educators
immediate answers to the key questions that are vital
to accelerate students' growth.

O KeyWords, the first integration of an AIphaSmart

product with a Renaissance Learning product, was
announced. KeyWords is pre-loaded on the Neo
laptops and features language-based lessons
including key instruction, accuracy builders,jand
speed builders. Approximately 1 million AlphaSmart
laptops are currently in use at more than 14,000 '

schools nationwide. '
1

O Renaissance Learning UK is fast becoming a factor in

the UK education market. Staffing levels more than
doubled in the UK office during 2006, and the E
number of hosted software customers mcreased more
than tenfold. [

= IA"a';;hm

The introduction of

!

the Renaissance
Dashboard
represented a key
initiative for
Renaissance
Learning in 2006.
This new tool is

mcluded in the
== Enterprise
——— - versions of
= Accelerated
e —— Reader and
i — Accelerated Math.
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DIRECTORS AND CORPORATE MANACEMENT

EBOARD OF DIRECTORS

Judith A. Pauf
Co-Founder and
Chairman of the Board"

Terrance D. Paul
Co-Founder and
Chief Executive Officer”

John H. Grunewald
Director; retired

Gordon H. Gunnlaugsson
Director; retired

Harold E. Jordan, Esq.
Director; of Counsel
Jordan & Keys, LLC

Addison L. (Tad) Piper
Director; retired Chairman and
Chief Executive Officer

Piper Jaffray Companies

Judith A. Ryan, Ph.D.
Director; retired

*Executive Officer

This Annual Report contains forward-loaking statements,
including stztements regarding the introduction of new
preducts and services, the expected usilization of the
Company’s existing and anticipated praducts, and the
anticipated growih of the Company. While these
statements reflect management’s best current judgment,
they are subject o risks and uncertainties that could
cause actual results to vary materially from those
projected in the forward-loaxing statements. Additionat
infarmation concernirg factors that could cause such
actual results to differ frem those contained in such
forward-looking statements can be found in the
Company’s Annyal Report an Form 10-K for the year
ended December 31, 2006, which factars are incorporated
herein by reference.

Information contained on the Company's website is not
teemed to be part of this Annval Repart.

AlphaSmart, AR, AccelScan, Acceleratid Math,
Accelerated Reader, Accelerated Vocatulary, Dana, English
in a Flash, MathFacts in a Flash, Neo, Read Now,
Renaissance, Renaissance Learning, Renaissance Place,
STAR Early Literacy, STAR Reading, STAR Math, and
2Know! are trademarks of Renaissanc2 Learning, Inc.,
registered ®, common law, or pending) registration in the
United States and other countries. Other trademarks are
the property of their respective owners.

Power Up! and Steck-Vaughn are trademarks of Harcourt
Achieve, Inc., registered in the United States of America
and/or ¢ther jurisdictions

©2007 Renaissance Learning, Inc.
Ali rights reserved.

CORIPOIRAITE
MANACEMIENT

Stevent A. Schmidt
President and Chief Operating Officer*

Michael E. Edgren
Senior Vice President, Marketing

John M. Kinzel
Senior Vice President and
Chief information Officer

Mary T. Minch
Senior Vice President, Chief
Financial Officer, and Secretary”

Mark W, Petersen
Senior Vice President,

Product Management
4

Marian L. Staton
Senior Vice President, Sales

Mark R. Swanson
Senior Vice-President,
Research and Development

Jacqueline A. Wolf
Senior Vice President,
Professional Services

Gregory L. Wright
Senior Vice President and General
Manager (Electronics)

Jon C. Byom
Vice President, Product Development

John A. Corrigall
Vice President, Human Resources
and Administration

Gene M. Kerns, Ed.D.
Vice President, Training and
Certification

William L. Moss, Jr.
Vice President, Corperate Engineering

Andrew T. Nguyen
Vice President,
Engineering (Electronics)

Paula K. O'Gorman
Vice President, Content Development

Debra C. Schoenick
Vice President, Strategic Support
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Renaissance Learning, Inc.

PO Box 8036

Wisconsin Rapids, Wl 54495-8036
(715) 424-3636

TRANSAER ACENT

Wells Fargo Shareowner Services
161 N. Concord Exchange St.
South St. Paul, MN 55075-1139
{800) 468-9716

NEEFENEENT RESTEANED
FUELIG ACCOUNTING AR
Deloitte-& Touche LLF, Milwaukee, W

IEGANGEOHIUNSE(N
Godfrey & Kahn, 5.C., Milwaukee, WI

(COMMONISEOCHIMARKET
Our commen stock is traded on the
Nasdag Global Select Market under
the symboi RLRN.

Shareholders may obtain, without
charge, a copy of the Renaissance
Learning, Inc. 2006 Form 10-K as filed
with the Securities and Exchange
Commission, upon request: Investor
Relations, Renaissance Learning,
Inc., PO Box 8036, Wisconsin Rapids,
WI 54495-8036.
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Make Teaching Exciting and Learning Fun™

PO Box 8036

Wisconsin Rapids, W| 54495-8036
Phone: (715) 424-3636

Fax: (715) 424-4242 -

Email: answers@renlearn.com
Web: www.renlearn.com
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